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Save to Win 
with these four simple rules 
of battery care: 


Keep adding approved water at 
1 regular intervals. Most local water 
is safe. Ask us if yours is safe. 


Keep the top of the battery and 
2 battery container clean and dry at 

all times. This will assure maximum 

protection of the inner parts. 


Keep the battery fully charged— 
3 but avoid excessive over-charge. 
A storage battery will last longer 
when charged at its proper voltage. 


Record water additions, voltage, 
4 and gravity readings. Don't trust 
your memory. Write down a com- 
plete record of your battery's life 
history. Compare readings. 


If you wish more detailed information, or 
have a special battery maintenance prob- 
lem, don't hesitate to write to Exide. 
We want you to get the long-life built 
into every Exide Battery. Ask for booklet 
Form 3225. 


— Exide — 


CHLORIDE 
BATTERIES 





...is a vital principle 
of utility operation! 


Conservation of materials is no new story 
to the men who operate public utilities. 
With thrife and etticiency they have always 


planned for conservation. 


They've squeezed the last ounce of use 


out of materials and equipment in their 


care... and today, that need is intensified. 


One helpful principle to follow is thac of 
“Buy to Last—Save to Win.” Buy quality 
products and equipment, then care for it to 
avoid needless replacement. That conserves 
raw materials, labor, and space in factories. 
Ic frees these productive elements for essen- 


dial war production. 


THI ELECTRIC STORAGEI BATTERY CO. 
Philadelphia 
radia 


Exide Batteries of Cana Limited, Toronto 
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RECOMMEND BARBER REGULATORS 


ODAY individuals, appliance manufacturers, and public 

service corporations—all are interested in the efficient use 
of fuel. Gas companies are giving sound advice to consumers 
on economical methods of operating gas appliances. Manu- 
facturers of such equipment are using every effort to attain 
top efficiency in their products. 


WwW 
Certified by A. G. A. 
Testing Laboratory. 
Sizes 4" up. Descrip- 
tive folders supplied 
free for your trade. 
Write for Catalog and 
Prices on Barber Con- 
version and Appliance 
Burners, and Regula- 


tors. 


THE BARBER GAS BURNER CO., 





One effective means of reducing gas waste is to be sure that 
every gas-burning appliance—heating equipment, water heat- 
er, kitchen range or any commercial or industrial appliance— 
is fitted when installed with the proper Barber Regulator. 
Known for many years as an extremely reliable and mechanic- 
ally perfected device, a Barber Regulator always assures finer 
appliance service and higher fuel economy. Recommend Bar- 
ber Regulators to your customers. 


3704 Superior Avenue, Cleveland 14, Ohio 


REGULATORS 













Barber Burners For Warm Air Furnaces, Steam and Hot Water Boilers and Gas Appliances 
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J T cuts the burr 


out clean as a whistle 
—but it doesn’t gouge, 
thin or split the pipe. 
Quick easy feather- 
light strokes, no effort 
at all. The trick is in 
the extra long taper 
—it saves you work 
and pipe. Complete 
with ratchet handle 
—or you may buy 
reamer unit alone for 
use in your RIBBID 
No. OOR_ threader 
handle.War demand 
exceeds our 
vastly in- 
creased out- 
put — were 
doing our best 
to make de- 
liveries to 





your Supply 
House. Keep 
asking. 





Reamer unit fits No. OOR 
ratchet threader handle. 








= 
Extra Long Taper 
of the new 

RIiEaID 
LonGriP 


Pipe Reamer a 



















W sate, eas y 
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burr only 
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WORK-SAVER PIPE TOOLS 


THE RIDGE TOOL COMPANY - ELYRIA, OHIO, U.S. A. 
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Pages with the Editors 


OMPARISONS are odious, as the lawyers say, 
C but we could not help comparing the out- 
raged protests of the night-club fraternity in 
New York and elsewhere over the recent mid- 
night curfew with the reaction of the electric 
power industry to one of Mr. By rnes’ earlier 
restrictive edicts —the “brown-out.” We quote 
the following paragraph from the January 17th 
issue of P.U. R, Executive Information Serv- 
tice, concerning the operating electric industry’ s 
reaction to the January 15th “brown-out” order 
of the Office of War Utilities: 


“OWU is pleased with the codperation of 
the electric industry so far. Company of- 
ficials generally are taking the position that 
there is an opportunity here to associate the 
electric power business in the mind of the 
public, even more closely than before, with 
essential activities of the nation’s war effort. 
They are said to feel that the ultimate div- 
idends in public relations may well offset 
revenue losses from the ‘brown-out,’ espe- 
cially if the public is impressed with the 





ASEL R. COLBERT 


wholehearted compliance, by the industry, The benefits of original cost accounting are 
with an order which means money out of its not restricted to the regulatory agency or the 
own pocket. How much will the brown-out public it represents. 


cost the industry? It has been variously esti- 
mated that the drop in gross revenues will 
range from $40,000,000 to $60,000,000 a year 


(SEE Pace 333) 





(excluding publicly owned operating agen- 
cies), depending on the degree of prospective 
enforcement.” 


Compare this with the following dispatch 
printed in the New York Daily News : of Febru- 
ary 20th: 


“A ‘multi-million-dollar prohibition lobby 
in Washington’ was responsible for the mid- 
night curfew for entertainment places, sched- 
uled to go into effect next Monday [Febru- 
ary 26th], Billy Rose, vice president of the 
Cafe Owners’ Guild and owner of Billy 
Rose’s Diamond Horse Shoe, charged today. 

“Rose, speaking at the Cafe Zanzibar at 
an emergency meeting of night-club owners, 
including operators from Boston, Chicago, 
and Philadelphia, added that the curfew was 
only one of a series of steps designed to ‘slip 
complete prohibition’ over on the U 

“He proposed that after the emergency is 
over ‘we will fight those elements that slipped 
prohibition over on us after the last war and 
are trying to do so again in this war.’ He said 
the drys already had succeeded in bringing 
prohibition to several states. 

“The city’s night-club owners were furious 
over the curfew, and they showed it. Op- 
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erators at the meeting were about evenly di- 
vided as to whether they should close their 
clubs or operate on a modified plan, whereby 
floor shows would be curtailed.” 


w 
\ X Ye can understand, of course, the annoy- 


ance of some of these night-club owners 
and operators in being suddenly confronted 
with a restrictive measure, especially applicable 
to their business, as a result of which they 
stand to lose a considerable amount of money 
they might otherwise make. It is also under- 
standable that, in the first heat of resentment, 
they might suspect an organized plot against 
their existence. But, as The New York Times 
editorially remarks, “They are not, of course, 
being abolished. They may still do a little, 
prior to twelve midnight, to ease the cares of 
the day. They are not being punished for being 
gay ina sad world. They are being curtailed to 
save fuel. To that argument there is no answer. 
If they wish to cut out entertainment and limit 
themselves to serving food they can continue 
after midnight, but hardly as night clubs. It 
is to the credit of most of the New York pro- 
prietors who have been quoted that they accept 
the order in good grace.’ 
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10,962 B. T. U. per kilowatt hour 
88.427, Riley Steam Generating Unit Efficiency 


again actual operating efficiency 
exceeds guaranteed efficiency 
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675,000 Ibs. per hour 


Riley Steam Generating 
Unit 


Steam Pressure - 1050 Ibs. 


Steam Temperature-915 °F. 
Oil Fired 








| |4 8 a a W COMPLETE STEAM GENERATING UNITS 


AIR HEATERS * ECONOMIZERS * WATER-COOLED FURNACES 
STOKER CORPORATION, WORCESTER, MASS. 


STEEL-CLAD INSULATED SETTINGS * FLUE GAS SCRUBBERS 
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8 PAGES WITH THE EDITORS (Continued) 


s far as the prohibition angle is concerned, 

one might even be constrained to observe 
that the gentleman with the red nose-who is 
determined to consume as much spiritus fer- 
mentt as possible, could do a better job for 
himself at much less expense by buying an item 
of package goods and going to his own room, 
than if he violated the curfew law in a New 
York night club. Anyhow, we can’t help but 
make a second comparison of the problems of 
the New York night-club owners with another 
editorial which appeared on the same day in the 
Baltimore Sun as the result of dispatches from 
the recent bloody battle of Iwo Jima. The Sun 
editorial stated in part: 


“|. .When it is over, most of the Japa- 
nese (some 14,000, it is said) will be dead. 
So will many of the Marines. This is what 
the fighting is in the Pacific. We talk of our 
gigantic fighting machine. On Iwo that ma- 
chine is mostly Americans in their early 
twenties who never heard of Iwo until last 
week and never want to hear of it again. 

“Here at home the Director of War Mobil- 
ization has requested that night clubs and 
other places of amusement will please make 
the wartime sacrifice of closing their doors 
and turning off the heat and lights promptly 
at midnight.” 


¥ 


WW: are not complaining editorially. We 
cannot help observe that the military of- 
ficials in charge of censorship for security pur- 
poses move in mysterious ways. For two years 
now it has been forbidden to describe or even 
mention the topic of “radar.” About a year 
ago a telephone engineer of our acquaintance 
wanted to speak to a closed convention of tele- 
phone folks about possible postwar application 











LAKSTUN D, FARKAR 


Does the American co-op really compare with 
its European counterpart? 


(SEE Pace 350) 
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of radar to the telephone business. A request 
was made for permission on the theory that 
such a discussion could have no possible in- 
terest to the enemy, or anybody else for that 
matter, not technically concerned with Amer- 
ican postwar telephony. But the answer was 
still “no” and at this writing there had been no 
change. 


Imagine our surprise, therefore, when we 
find in the February issue of our esteemed 
British contemporary, Wireless World, a 
rather comprehensive, authoritative discussion 
of radar by a Dr. R. L. Smith-Rose of the Na- 
tional Physical Laboratory. Inasmuch as the 
American radio magazine, Broadcasting, and 
the Chicago Daily Tribune have reprinted this 
story in digest form, there is perhaps no harm 
in saying at this late date that Dr. Smith-Rose 
defines radar as “the art of using radio waves 
for the detection and location of an object, 
fixed or moving, by the aid of the differences 
of its electrical properties from those of the 
medium adjacent to or surrounding it.” 


¥ 


EGINNING in this issue we publish the first 
B instalment of a 2-part article on the “Ad- 
vantages of Original Cost Classification of 
Plant” by an author who happens to hold the 
authoritative post of chairman of the com- 
mittee on depreciation of the National Associa- 
tion of Railroad and Utilities Commissioners. 
He is AsEL R. CouBert, chief of the accounts 
and finance department of the Wisconsin Pub- 
lic Service Commission. 


Mr. Corsert has been actively engaged in 
regulatory accounting work almost since he 
began to study the subject after his Navy serv- 
ice in World War I. He joined the staff of the 
Federal Trade Commission in 1928 and worked 
on the investigation of public utility holding 
companies and operating companies under the 
old Walsh resolution, He joined the Wiscon- 
sin Public Service Commission staff in 1931 
as a special investigator and became chief of 
its accounts and finance department in 1935, 
which position he still holds. His activities 
with the NARUC go back to nearly a decade. 


¥ 


iy. J. Davip, whose short article on 
“Radio for Transit Companies” begins on 
page 358, is a professional writer of Philadel- 
phia, Pennsylvania. LArston D. Farrar, whose 
article on “ ‘Co-ops’ under a Microscope” be- 
gins on page 350, is a well-known Washington 
writer on business affairs who is now repre- 
senting the Gannett newspapers in the nation’s 
capital. 


THE next number of this magazine will be 
out March 29th. 


t.. Caicein. 
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@ The extent to which the pent- 
up’demand for appliances is met 
by utility companies, and the con- 
sequent load-building that is 
achieved, will depend on the force 
and proper application of well- 
rounded sales plans conceived now. 

Many officials have told us our 
booklet ‘‘A Public Utility Postwar 
Sales Program’ ’ is proving of great 
value in their planning. This gen- 
erous welcome has prompted 
us to go further, and in 
“Public Utility Sales and 
Prospect Control’’ we pre- 
sent the actual record forms 
required for effective con- 
trol of sales activities. 


Included are sample working 
systems, with administrative re- 
cords that provide the factual data 
on which sound, intelligent, day- 
to-day control by prospect, by ter- 
ritory and by salesmen can be 
maintained most easily. 

Public utility officials are invited 
to read this study. It is now avail- 
able on special ten-day loan ser- 


.vice from our Systems Research 


Data File—on personal request. 








SYSTEMS DIVISION 


REMINGTON RAND 


Buffalo 5, New York 


OPYRIGHT 1945, REMINGTON RANO INC 













Systems Division 
Remington Rand, inc. 
Baffalo 5, N.Y. : 


{J Please send me on your ten-day loan. 
service, “Public Utilities Sales and. 
Prospect Control.” - : 


€] I would like to have a copy af “A Public 
Utility Postwar Sales Prograni.” . 
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VULCAN ENGINEERED SOOT BLOWER INSTALLATIONS 





Color photograph of element “C™ 
taken from front of boiler. Note that 
element is practically same color as 

boiler tubes. j 


prec r te rte) 


The new VULCAN catalog fully describing VULCAN equipment appears in the 
1944 Sweets, and a copy is available on your request. 


VULCAN SOOT BLOWER CORPORATION, DU BOIS, PENNA. 
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Remarkable Remarks 


“There never was in the world two opinions alike.” 


—MOoNTAIGNE 











“The American public spends almost 50 per cent more 
on cigarettes than on electric service.” 


¥ 


“The bulk of the great task of providing enough jobs 
at sufficient pay must be accomplished by private enter- 
prise.” 


¥ 


“Tf we use half our sense in making peace terms, there 
will be for many years more work than there will be minds 
and hands with which to do it.” 


Aa 


“For at least two years after the war American indus- 
try will have to employ virtually every available worker 
to catch up on the production of civilian goods.” 


¥ 


“The ‘golden eggs’ of tomorrow are the jobs created 
by big business enterprises and by little business enter- 
prises which have dreams of ... one day being big.” 


¥ 


“If Russia keeps going to the right, she will wind up as 
the greatest democracy in the world, and if the United 
States keeps going to the left, we will wind up where the 
Russians were twenty years ago.” 


Pa 


“Every opportunity should be accorded to private enter- 
prise to operate within the framework of a private financial 
system before the Federal government steps in to give 
financial aid.” 


* 


“The single fact that we need to remember with respect 
to foreign trade is that exports must be paid for by im- 
ports, else we shali give away our goods and be that much 
poorer. We cannot lend-lease forever.” 


¥ 


“The third anniversary of Pearl Harbor was observed 
in Japan with appropriate ceremonies. The high lights of 
the program were bad news from Leyte, a bomber raid on 
Tokio, an earthquake, and a tidal wave.” 
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“We particularly ap 


BURROUGHS 


today, when me 








oughs 


IN COUNSEL 
IN SERVICE 


preciate 


DEPENDABILITY 


chanical service 


Burroughs’ ability to maintain its high service standards 
during these trying war years didn’t just happen! Years 
ago, Burroughs established a definite service policy in 
recognition of the fact that any mechanical product can 
be no better than the service provided for it. Today’s 
experienced, highly-trained service organization is the 
natural result of this farsighted policy of careful planning, 
constant study, continuous training and close supervision. 
It is this typical Burroughs thoroughness which makes it 
possible to help more and moregisers keep their precious 


Burroughs machines in action today. 


Burroughs systems and installation men have been constantly 
hetping business machine users to make the fullest use of the 
equipment they now own... helping them to adapt their present 
machines to new conditions. Reference libraries containing up- 
to-the-minute information on machine accounting methods and 
procedures are maintained in all Burroughs offices. For help in 
getting the fullest use from your present Burroughs machines, 
call the local Burroughs office, or write Burroughs Adding 
Machine Company, Detroit 32, Michigan. 


‘ ’ 
is so very important’ 








FIGURING, ACCOUNTING AND STATISTICAL MACHINES ¢ NATIONWIDE MAINTENANCE SERVICE « BUSINESS MACHINE SUPPLIES 
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“Under freedom we can become so productive that we 
can, at the same time, service our vast war debt, pay it 
off, and raise our standard of living till the humblest has 
more security than the privileged today.” 


¥ 


“ 


. for fifteen years the dominant actions of business 
groups in the field of public policy have been largely ‘rear 
guard’ skirmishes. Since 1929 business has done too much 
howling and too little constructive thinking.” 





¥ 


“The confusion that exists in some people’s minds re- 


garding progress is ... due to people who with our in- 
creasing standard of living expect a much greater social 
benefit than the social contribution they are willing or able 
to make.” 


> 


“We cannot expect business, little or big, to put risk or 
venture capital to work under a tax system which does 
not enable the investor of the money to get either a profit 
on his capital or the opportunity of amortizing his ob- 
ligations in an orderly way.” 


¥ 


“Tt is not just the Nazis or their destructive philosophy 
or their inhumane treatment of the innocent which are to 
be condemned but also the indifference of our generation 
to the sequence of events and to the conditions which gen- 
erated this era of bestiality.” 


¥ 


“A widely held myth is that the common people always 
applaud spending of public money on their behalf but op- 
pose levying of taxes against themselves and that their one 
desire in taxation is to soak the rich. In 1941, the majority 
were far less prone to soak the rich than was Congress.” 


¥ 


“What the United Nations need is a general headquar- 
ters. Inter-Allied bickering such as we've seen recently 
calls for a long room with a big table equipped with pads 
and pencils, ash trays, and glasses of water. Certainly it 
doesn’t belong on radio broadcasts and front pages, to 
the profit of nobody but the enemy.” 


¥ 


“Taxes which bear unduly on those who must provide 
financing are not in the national interest. When there is a 
flight from risk-taking enterprise into tax-exempt securi- 
ties, when there is double taxation on the income of busi- 
ness, we have no need to ask whether changes are called 
for in our tax system, in the interest of the people as a 
whole.” 




















“It’s a Hi-Pressure Contact 
Switch, designed and refined by 
R&IE engineers, who set a new 
standard in its creation. 


“As neat and smart as a 
switch can look, and still “take 
it. 

“What you don’t see here is 
the constant search for im- 
provement in design and opera- 
tion. R&IE engineers are never 
satisfied. They know that spot- 
pressure, self-cleaning contacts, 
proper selection of materials 
and other manufacturing processes are fundamentally 
right—but, they are continually looking for refinements 
that will improve on present Quality and Performance. 
We've been at it for 33 years. In that time, every 
switch that went out helped establish the margin of 
quality that distinguishes all R&IE equipment”. 


* 


RAILWAY and INDUSTRIAL ENGINEERING COMPANY 


GREENSBURG, PA. ... In Canada—Eastern Power Devices Ltd., Toronto 
Cooperating 100% with the War Effort 
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Present day TRENDS 















One of two units for 


AMERICAN GAS & 
ELECTRIC SERVICE 
CORP. 


now being installed in 


TIDD STATION 


THE OHIO POWER CO. 
BRILLIANT, OHIO 






Pandeannn 









CAPACITY 
475.000 lb per hr 


DESIGN PRESSURE 
1525 psi 


TOTAL STEAM TEMP. 












Net 
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in UTILITY Steam Practios 


as reflected in design characteristics of recent 


Qo 


0 


= © 1 mM 


C-E Units 


Principal Design Characteristics 


3-drum boiler with large rear top drum providing ideal 
conditions for final cleaning and separation. 


Compact arrangement of economizer in last boiler pass. 


Two-stage superheater with widely spaced tubes in first 
stage permitting low gas velocities and thus minimizing 
slag accumulation. Boiler and superheater surfaces in this 
area completely accessible for cleaning. 


Vertically adjustable burners permitting control of gas 
temperatures entering boiler and superheater and provid- 
ing primary control of superheat temperature. 


Bypass damper which, in conjunction with desuperheater, 
provides final close control of superheat temperature. 


Tangential firing providing maximum turbulence and 
rapid completion of combustion. . 


Simple, clean-cut furnace of ample volume for low heat 
release rates and with solid metal surfaces on all sides, top 
and bottom. All surfaces readily accessible for cleaning. 


Completely water-cooled hopper which, in conjunction 
with adjustable burners, permits full utilization of lower 
furnace heating surfaces. 


Arrangement of mill piping which permits each mill to 
supply fuel to all four corners of furnace. A-858A 


fix 


COMBUSTION { ENGINEERING 


200 MADISON AVENUE NEW YORK 16, N. Y: 


C-E PRODUCTS INCLUDE ALL TYPES OF BOILERS, FURNACES, PULVERIZED FUEL 
SYSTEMS AND STOKERS; ALSO SUPERHEATERS, ECONOMIZERS AND AIR HEATERS 
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A Slight Error of $100,000 


LEADING rubber company was using a large 

sheet for its tire factory orders. It carried 
complete data, formulae for batch mixing, pro- 
duction instructions, etc. Numerous copies of 
the order were required. 

Illegibility of words and figures in some of the 
copies caused mistakes—a 3 would be mistaken 
for a 5—a 6 for an 8—batch mixes were spoiled 
—materials lost—time wasted. 

Investigation disclosed that misreading of figures 
due to faint impression, blurred reproduction or 
misalignment was costing at least $100,000 a year. 


New Duplicating Methods Stopped Losses 


The company installed a Multilith duplicator using 
a Systemat as the re- 
producing master sheet 
for the large factory 
order form. The Sys- 





Mulsilith Duplicator Model 1250 
Multilith Models from $395 to $3,725 
Multigraph Models from $150 to $2,035 


Multi 


SIMPLIFIED BUSINESS METHODS 


Maltilith and Systemat are Reg. Trade Marks of Addressograph-Multigraph Corporation 


temat comes to them with the form itself already 
on it in reproducing ink, and the produc- 
tion specifications are typed or written in directly 
on the Systemat. Both are reproduced in a single 
run in any desired number of copies. Each copy 
is in perfect alignment, each accurate and clear 
—last copy as legible as the first. Errors have 
been eliminated, losses stopped. 

Multilith Systemat duplicating is a recent de- 
velopment, new to many businesses. It opens up 
scores of ways in many different departments to 
revolutionize paper work systems, to lighten 
monotonous, painstaking repetitive work and 
save time and money. Find out what it can do for 
your company. Phone our local office or write 
the Research and Methods Department of Ad- 
dressograph-Multigraph Corporation, Cleveland 
17. Sales agencies with service and supply de- 
partments in all principal cities of the world. 


TRADE-MARK REG Ig PAT OFF | 
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ARMORED CABLE : RUBBER POWER CABLES : VARNISHED CAMBRIC CABLES 


) CRESCORD 


Rubber Jacketed 
Portable Cord 


FOR LONG SERVICE 
ON TOUGH JOBS 


Improvements in Buna-S (Government Synthetic 






quoovNaad 


SERVICE ENTRANCE CABLE 


Rubber) and the development of better manu- 
facturing methods have resulted in an excellent 
portable cord, comparing favorably with CRES- 
CORD formerly made with crude rubber which 
over many years had earned such an outstanding 


reputation for long life. 


CRESCENT 
WIRE and CABLE 


CRESCENT INSULATED WIRE & CABLE CO. 
TRENTON, N. J. 


UILDING WIRE : IMPERIAL NEOPRENE JACKETED PORTABLE CABLE 


CRESFLEX NON-METALLIC SHEATHED CABLE 





@SAZTIGVD GUVOGdMIHS: SIUIM TOHLNAS: SITHVID AVMAAVdI GNV TASVING AQVAT 


WWELDING CABLES 
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SAVE 50% 
IN TIME AND MONEY WITH 











THE ONE-STEP METHO 


i Gime 







OF BILL ANALYSIS 











HAT effect is the war production program having on your bill dis- 
tribution? Analysis of customer usage data will provide the answer to 
this important question. In addition to a knowledge of the existing situation, 
certain trends may be disclosed, a knowledge of which may be of considerable 
importance to you under circumstances where the picture is rapidly changing. 


The One Step Method of Bill Analysis is ideally suited to meet the needs 
of this problem. It does away with the necessity for temporarily acquiring, 
training and supervising a large clerical force. Our experienced staff plus our 
specially designed Bill Frequency Analyzer machines can turn out the job in 
a few days and at the cost of only a small fraction of a cent per item. 


We will be glad to tell you more in detail about this accurate, rapid and 
economical method for obtaining a picture of your customer usage situation. 
Write for a copy of the booklet “The One Step Method of Bill Analysis.” 


Recording & Statistical Corporation 
Utilities Division 
102 Maiden Lane, New York 5, N. Y. 


Boston Chicago Detroit Montreal Toronto 
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IN F ALLIBLE CONTROL— a Nordstrom responsibility 


"Sealdport" lubrication insures easy 
turning, positive seal, seat protection, 
resistance against corrosion and erosion. 


NORDSTROM LUBRICATED VALVES 


MERCO NORDSTROM VALVE COMPANY 
A Subsidiary of Pittsburgh Equitable Meter Co. 


Main Offices: 400 Lexington Ave., Pittsburgh 8, Penna. Branches: Atlanta, Boston, Chicago, Houston, Kansas City, Los An- 
geles, New York, Oakland, San Francisco, Seattle, Tulsa. 
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How TO SAVE 


MANPOWER 









ce tg, 






| YET SPEED 
| TRANSMISSION 
LINE ERECTION 


i 

' 

| 
| 
{ 
\ 
| 
i 


I. Pe 
pulls 

















y hroughout the country our trained men 


are ready to help you meet today’s unprecedented 
demand for power. In the erection or maintenance 
of transmission lines . . . regardless of distance or 


terrain... Hoosier experience and special equipment 





guarantees efficient and economical service. 


COLUMBUS, OHIO 


NEW YORK - CHICAGO ERECTION and MAINTENANCE OF TRANSMISSION LINES 
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1 
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UNDERGROUND 
CABLEWAYS 
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we 


These 5 advantages of 
TRANSITE DUCTS 
assure low maintenance 


re 


ema sanape og 


| 1. Permanently smooth bore...long cable 
j pulls and replacements are made easy. Danger 
of damage to cables is minimized. 


2. Easily and quickly installed...long, light- 
weight lengths and simple assembly method 
assure rapid, economical installation. 


ee ee ee 


3. Inorganic...made of asbestos and cement 
compressed under great pressure. This pro- 
vides permanence and strength...makes these 
ducts immune to rust and rot. 








4. Immune to electrolysis... being entirely 
inorganic and non-metallic, Johns-Manville 
Transite Ducts are not affected by electrolysis 
or galvanic action. 





5. Incombustible...won’t contribute to the 
formation of dangerous smoke, gases, or 
fumes. If burnouts do occur, these inorganic 
ducts provide maximum protection to adja- 
cent cables and permit easy removal of dam- 
aged conductor. 


TRANSITE KORDUCT above—for installation in concrete. 
Thinner-walled but otherwise identical with Conduit. 
For complete details on J-M Transite Ducts, coo CONDUIT—for exposed work and for use un- 
write for Data Book DS-410, Johns-Manville, , erground without a concrete encasement. 

22 East 40th Street, New York, N. Y. a 


lohns-Manville 
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The 
DAVEY 
LINE - 


AIR- ARISTOCRAT 
PORTABLE 
COMPRESSORS 


* 





















TRACK-AIR 
COMPRESSORS 


* 


FOR LONGER LIFE. . 
LOWER MAINTEWANCE” , mcr 
/NAIR COMPRESSORS Tay Tae 


a 
Take a chassis built to endure the shocks and jolts at haed PNEUMATIC 
service year in and year out, add an amazingly economical, ruggedly- SAWS 
built air-cooled compressor that operates at conservative speed, and * 
you have the DAVEY Air-Cooled Portable Compressor. 


Cost-wise contractors and dealers who lease out equipment know 
a DAVEY can really take it and still keep going year after year with 
minimum maintenance and maximum efficiency. That’s why many 
rental fleets are 100% Davey Compressors. 





INDUSTRIAL 
STATIONARY 
COMPRESSORS 
Look at the additional advantages Davey Compressors offer you— * 


4 AIR-COOLED — No water to freeze, no radiators to clog, no 
water pumps to wear out. 


W SAVES MONEY — Economical, conservative speed cuts main- 
tenance costs, keeps moving parts running longer. 
w DAVEY ENGINEERED—Electrically-welded, reinforced frame * 


—aluminum - alloy 
heads — individual AUTO-AIR 





MINE RAILWAY 
COMPRESSORS 


DAVEY mol 
ST EPITOME, 





= a zz 


compressor cylinders 
—guaranteed life- 
time valves. 








COMPRESSORS 


* 


Next time you need an 
air compressor, check into 
DAVEY and watch your 
lower compressed-air costs 
slip “money in your pocket” 
on every job. 


DAVEY Cmte & 


KENT, OHIO 
IN PRINCIPAL CITIES 










Write Today 
For YOUR Copy 
“of The New 
DAVEY CATALOG 









DEALERS 
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Sectional drawing of a 175,000 
lb. per hr. high efficiency steam 
generator which operates on 
pulverized anthracite. This is 
one of two duplicate units re- 
cently installed in a large east- 
ern paper mill. 





0-25% 
SAVED 














ee Eup 











BURNING ANTHRACITE FINES 


@ Three steam generators fired with pulver- 
ized anthracite have been’ continuously 
operated for several years in two prominent 
boiler plants. Fuel costs of the unit located 
nearer the anthracite fields are 50% less than 
if bituminous was fired, while the other in- 
stallation, situated at greater distance from 
the mines, effects a corresponding saving of 
20%. 

For many years “bin” storage systems were 
necessary adjuncts when burning pulverized 
anthracite. Fuel characteristics plus limita- 
tions in the pulverizing equipment made these 
complex and expensive applications necessary 
for safe and continuous operation. 

Then came the Foster Wheeler “unit” sys- 
tem for pulverized anthracite. Specially de- 


FOSTER WHEELER CORPORATION @ 


signed pulverizers, burners, furnaces, boilers, 
superheaters and heat recovery equipment 
were all integrated into a single unit to pul- 
verize and fire anthracite continuously and 
as required. “Bin” storage was eliminated 
and the new installations showed a continu- 
ous record of high efficiency, low maintenance 
and stable furnace conditions under fluctuat- 
ing loads. The first unit has now pulverized, 
in highly successful operation, 225,000 tons of 
anthracite having an average Btu value of 
10,500 and average ash content of 15%. 


For more than seven years pulverized an- 
thracite has been successfully fired in Foster 
Wheeler “unit systems.” Commercial operat- 
ing records of the seven units already in 
service show uniformly economic and effi- 
cient performance. 


165 BROADWAY, NEW YORK 6, N. Y. 
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y\cE- ABILITY: 


Proven by Years of Performancee 






“SERVICE-ABILITY”— 
it’s a new word. But it most exactly 
describes CLEVELAND TRENCHERS 





® Many “‘Clevelands” built 15 to 20 years ago are still on the job today doing their part to ease the \ 
manpower shortage. e Although out-moded by “‘Cleveland’s’"’ modern standards of performance, 
this evidences the d and correct of the basic design pioneered by Cleveland. e It also 
fells the story of “Cleveland’s” policy of rendering prompt repair parts service even on these old 
machines. @ This kind of service and this kind of ability are two more reasons why “‘Clevelands” 
continue to be the profitable long range investment in the trenching machine field. Guarantee your- 
self this “‘Service-Ability” in your Post-War trenching jobs by using Clevelands. 





THE CLEVELAND TRENCHER COMPANY ar 


20100 ST. CLAIR AVE. “Pioneer of tieisiwall Trencher” CLEVELAND 17, OHIO. “Nf” 


“CLEVELANDS” Save More... Because they Do More 
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THE UTILITY 


and the 





EGRY SPEED-FEED may be attached to 
any standard make typewriter in one 
minute, and with Egry Continuous Forms, 
doubles the output of the operator—makes 
one machine do the work of two. 





EGRY TRU-PAK Register speeds the 
writing of all handwritten records. Assures 
control over every business transaction. 





EGRY ALLSET Forms, the modern single 
set forms for speed writing all business 
records. Individually bound sets, inter: 
leaved with one-time carbons, ALLSETS 
are ready for immediate use either over 
the typewriter or when written by hand. 





INDUSTRY 


wAK 


There’s no question but what the utili- 
ties have played a major part in the 
successful prosecution of the war. Any 
breakdown or serious interruption in 
this industry could easily have proved 
disastrous. But, thanks to American pro- 
ficiency, no such emergency has arisen. 
Here at Egry we like to feel we have 
contributed to the utilities’ effort in the 
war by supplying many of them with 
Business Systems that speed the writing 
of handwritten and typed records ... 
that take the drag out of office routine 
... that help turn out more work in less 
time, with less office equipment and 
fewer employees. Q If you are not 
acquainted with Egry Business Systems 
and their possibilities, investigate 
NOW! You can best judge their use- 
fulness by seeing them in action right 
in your own office. We will be glad to 
arrange a demonstration at your con- 
venience. There’s no cost or obligation. 
Address Department F-315. 





* 


with EGRY BUSINESS SYSTEMS 


THE EGRY REGISTER COMPANY .- Dayton, Ohio 
EGRY CONTINUOUS FORMS LIMITED, King and Dufferin Sts., Toronto, Ontario, Canada. 
Egry maintains sales agencies in all principal Cities. 





This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 








26 Public Utilities Fortnightly March 15, 1945 





Ag tae 


_yi\cE-ABILITY® 





<¢® Proven by Years of Porferudiah 


<S 








~ “SERVICE-ABILITY”— 
it’s a new word. But it most exactly 
describes CLEVELAND TRENCHERS 





® Many “‘Clevelands” built 15 to 20 years ago are still on the job today doing their part to ease the \ 
manpower shortage. e Although out-moded by “‘Cleveland’s”” modern standards of performance, 
this evidences the d and correctness of the basic design pioneered by Cleveland. e It also 
tells the story of “Cleveland's” policy of rendering prompt repair parts service even on these old 
machines. @ This kind of service and this kind of ability are two more reasons why “‘Clevelands” 
continue to be the profitable long range investment in the trenching machine field. Guarantee your- 
self this “‘Service-Ability” in your Post-War trenching jobs by using Clevelands. 








THE CLEVELAND TRENCHER COMPANY Tor 


“N/” 20100 ST. CLAIR AVE. “Pioneer of the Small Trencher” CLEVELAND 17, OHIO. “Nf 


“CLEVELANDS” Save More...Because they Do More 
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EGRY SPEED-FEED may be attached to 
any standard make typewriter in one 
minute, and with Egry Continuous Forms, 
doubles the output of the operator—makes 
one machine do the work of two. 





EGRY TRU-PAK Register speeds the 
writing of all handwritten records. Assures 
control over every business transaction. 





EGRY ALLSET Forms, the modern single 
set forms for speed writing all business 
records. Individually bound sets, inter. 
leaved with one-time carbons, ALLSETS 
are ready for immediate use either over 
the typewriter or when written by hand. 





INDUSTRY 


wAK 


There’s no question but what the utili- 
ties have played a major part in the 
successful prosecution of the war. Any 
breakdown or serious interruption in 
this industry could easily have proved 
disastrous. But, thanks to American pro- 
ficiency, no such emergency has arisen. 
Here at Egry we like to feel we have 
contributed to the utilities’ effort in the 
war by supplying many of them with 
Business Systems that speed the writing 
of handwritten and typed records... 
that take the drag out of office routine 
... that help turn out more work in less 
time, with less office equipment and 
fewer employees. Q If you are not 
acquainted with Egry Business Systems 
and their possibilities, investigate 
NOW! You can best judge their use- 
fulness by seeing them in action right 
in your own office. We will be glad to 
arrange a demonstration at your con- 
venience. There’s no cost or obligation. 
Address Department F-315. 





* 


with EGRY BUSINESS SYSTEMS 


THE EGRY REGISTER COMPANY .- Dayton, Ohio 
EGRY CONTINUOUS FORMS LIMITED, King and Dufferin Sts., Toronto, Ontario, Canada. 


Egry maintains sales agencies in all principal cities. 
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S152 Page 22 RM POWER TRANSFORMERS] 977? --ts.c0. 
Sept. 5, 1944 BOR 
LIST PRICES (Eastern and Western Zones) AND LOSSES z Tae 
Type HT, Three-phase, 60.Cycles, Oil-i d Za 
3-PHASE, OIL Self-cooled and Self-cooled /Forced-air-cooled eee 
8.66 & 15 Kv iW hie ciieecndl ; f f 7a 7 
(Automatic or Mani ‘an Control) 
dered “AS LISTED 
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THESE TRANSFORMERS, 
PURCHASED “‘RIGHT OUT 
OF THE HANDBOOK,” 
SHOW THAT G.E.’S KIND 
OF STANDARDIZATION a “s 
IS ENTIRELY PRACTICAL : I 
Four 750-kva RM-listed power transformers 
HE mutual benefits gained these listed types saves time and 
from continually improved materials in manufacture, helps 
standard designs are no longer a__—ius to deliver more transformer 
matter of abstract argument. The value per dollar, and with less 
list of standard G-E transformer likelihood of delay. In the long 
ratings was compiled after de- run, repetitive manufacture 
tailed study of industry require- means lower apparatus prices, 
ments, and purchases are being and lower investment costs for 
made with increasing frequency you. 
directly from that listing. In the future, we expect to | 
Repetitive manufacture of ¢xPand the range of power ap- 
paratus available in ‘““RM-listed”’ 
types “and sizes. You’ll find that 
j } it pays to make “Repetitive 
ter a a — ——— Manufacture” your choice when- 
able for circuits volts and below; . . 
ath ‘ ever possible. General Electric 
667 to 5000 kva, single-phase; 750 to 
10000 linn, Geenatnen. Company, Schenectady 5, N. Y. 
: “eo G oe @ a, Cc : SOL LYTE. 170 } es 
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Because you get maximum sulphur removal per 
pound of oxide. Lavino Activated Oxide is 
made especially for maximum activity and 
capacity, maximum trace removal and shock 
resistance. Comparing cost, performance and 
savings, we believe Lavino Activated Oxide has 
no close rival. 


For more information about its remarkable 
record, just write a note on your letterhead to 


E. J. LAVINO AND COMPANY 
1528 Walnut St., Philadelphia 2, Pa. 


— 

















DAVEY TREE TRIMMING SERVICE | 


1846 1923 





JOHN DAVEY 
Founder of Tree Surgery 


DAVEY 


TREE TRIMMING 
FOR 


LinE CLEARANCE 











Always use dependable Davey Service 


DAVEY TREE EXPERT CO. 


DAVEY TREE SERVICE 


KENT, OHIO 














Why dig through a 
PILE 
of Catalogs? 


Find the 
Fitting 
you need, 


































quickly— 
in the COMPLETE line 


If you have a Penn-Union Catalog, you 
can instantly find practically every good 
type of conductor fitting. These few 
can only suggest the variety: 


Universal Clamps to take a 
large range of conductor sizes; 
“ with 1, 2, 3, 4 or more bolts. 





L-M Elbows, with compression units 
giving a dependable grip on both con- 
ductors. Also Straight Connectors and 
Tees with same con- 
tact units. 








Bus Bar Clamps for installa- 
tion without drilling bus. Single 
and multiple. Also bus sup- 
ports—various types. 





Clam 
and 
minals, Stud Connectors, etc. 


Type Straight Connectors 
educers, Elbows, Tees, Ter- 












Jack-Knife connectors for simple 
and easy disconnection of mo- 
tor leads, etc. Spring action— 
self locking. 


Vi-Tite Terminals for’ quick 
installation and easy taping. 
Also sleeve type terminals, 
screw type, shrink fit, etc. etc. 


==? 

Splicing Sleeves, Figure 8 and Oval, seamless tub- 
ing—also split tinned sleeves. High conductivity 
copper; close dimensions. 

Preferred by the largest utilities and 
electrical manufacturers—because they 
have found that “Penn-Union” on a fit- 
ting is their best guarantee of Dependa- 
bility. Write for Catalog. 


PENN-UNION ELECTRIC CORPORATION 
ERIE, PA. Sold by Leading Jobbers 


‘PENN-UNION 


CONDUCTOR FITTINGS 
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2 BIG REASONS 


for KINNEAR 


DURABILITY 
and EFFICIENCY 



















These 2 “plus” fea- 
tures of Kinnear 
Motor Operated Roll- 


ing Doors’ insure 







savings in time and 
maintenance. 














1. The heavy duty power unit that goes instantly into operation 
when you touch the control button. Remote control switches may 
be located at any point. 


2. The rugged but flexible interlocking steel slats—originated 46 
years ago by Kinnear—and still giving carefree service in many 
doors after 20, 30 and 40 years of continuous use. 


In addition, Kinnear Rolling Doors open out of the way, save 
wall and floor space, clear ground obstructions and, when closed, 
provide an all-metal barricade. Built to fit any opening—any size 
—for old or new buildings. Write: The Kinnear Mfg. Co. Fac- 
tories: 2060-80 Fields Ave., Columbus 16, Ohio and 1742 Yose- 
mite Ave., San Francisco 24, Calif. 














SAVING WAYS 
IN DOORWAYS 
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Mr. Horace R. Frye (left), As- 
sistant Supt. Water Works, and 
Mr. B. W. Peters, Foreman 
Meter Shop, Evanston, Illinois. 


" 
qaTER METER me 


seuet 
wo 


the foundation 
of a well-run 





Y pes 


“THE City of Evanston, Illinois, has found that there is far 
more to the practical operation of a meter shop than re- 
pairing and testing. There must be intelligent observation of 
meters, and complete records kept accurately and continu- 
ously. It is only in this way that maximum revenue and 
minimum charges can be obtained. 

With the help of their meter shop records, Evanston has 
been able to: 


(1) increase the percentage of water accounted for 
(Evanston accounts for 89.5% of its pumpage thru 
customers’ meters. Water used for sewer and hy- 
drant flushing and for fire is included in the re- 
maining 10.5%) 

(2) determine the length of time to leave meters in 
service before removal for periodic inspection 
and repair, and 

(3) help determine meter values. - 

Trident representatives, familiar with practical meter shop 
operation, will be glad to help you with your inspection and 
repair program. 


NEPTUNE METER COMPANY « 50 West 50th Street * New York 20, N.Y. 


Brauch Offices in CHICAGO. SAN FRANCISCO.’LOS ANGELES, PORTLAND, ORE.. 
DENVER, DALLAS, KANSAS CITY, LOUISVILLE, AT 1ANTA, BOSTON 
Neptune Meters. Ltd.. Long Branch, Ont.. Canada 








This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 









TWIN 
CONDENSERS 
for low 

head room 




























How an unusual 


cndion wx mt wih CONDENSERS "ELLIOT 


| The photograph shows one side of a twin foundation to carry both turbine-generator 
60,000-sq. ft. Elliott condenser which serves and condenser and allows solid bolting of 
a 65,000-kw turbine-generator, first unit in the condenser on its foundations instead of 
the new Harbor Steam Plant of the City of spring supports, differential expansion 
Los Angeles. The picture of the model which being taken care of by rubber fabric ex. 

- was made for study before the plant was pansion joints between each condenser 
built shows the arrangement of the turbine- and the connecting piece. 
generator with the twin condensers on 
either side, the units being joined by a 
special exhaust connecting piece. The twin 





Each condenser is served by a triple two- 
stage steam jet ejector and there are two 
additional single-stage ejectors for quick 


arrangement of the condenser was desir- 
startup purposes. 


able for several reasons, one of which was 
rigidity and low center of gravity, vital in The entire installation is typical of the 
designing the turbine foundations to with- successful solution to unusual problems 





stand possible earthquake tremors. resulting from the able cooperation of 
The arrangement gives a low broad Elliott engineers. 
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Due to wartime travel restriction, conventions listed are subject to cancellation. 
| 
h ia 
15 T | { Kansas Telephone Association starts meeting, Topeka, Kan., Mar., 1945. 
| | 
a een 
16) F | ¥ Iowa Independent Telephone Association will hold session, Des Moines, Iowa, Apr. 
| | a 4 5. 
| 
il 
a 1 Missouri Valley Electric Association will hold engineering conference, Kansas City, 
17| S Mo., Apr. 4—6, 1945. 7 
am S { American Water a Association, Ohio Section, will hold meeting, Columbus, 
Ohio, Apr. 5, 6, 
19 M { American Water Works Association, Southeastern section, starts meeting, Montgomery, 
Ala., Mar. 1945. 
20 T* Y Midwest Gas Association will convene, Omaha, Neb., Apr. 9, 1945. es) 
21 W 7 y reget Water Works Association, Montana Section, will convene, Lewiston, Mont., 
Apr. 13, 14, 1945. 
22 T* 4 Southeastern  engig cca Engineering and Operation Section, starts meeting, 


Atlanta, Ga., Mar., 





23 


24 


{ American Society of Mechanical Engineers will hold spring meeting, Boston, Mass., 
Apr. 16-18, 1945. 





Sa 


{ Southwestern Gas Measurement Short Course will be held, Norman, Okla., Apr. 
17-19, 1945. 





1 ere Bankers Association, will hold administrative committee meeting, New York, 
N. Y., Apr. 15, 16, 1945. 





26 


q Edison 7 a Institute Technical Committee will meet, Chicago, Ill., Apr. 20- 
May 2, 5. 





q American Water Works Association, New York Section, will convene, Elmira, N. Y., 
Apr. 19, 20, 1945. 

















q AGA Industrial and Commercial Gas Conference will hold meeting, Toledo, 
Ohio, Mar. 29-30, 1945. ‘&) 
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Advantages of Original Cost 
Classification of Plant 


PART I 


In the light of experience such classification is, in 
the opinion of the author, the most practical pro- 
cedure for recording the cost of properties pur- 
chased as entireties, either in the past or of those 
which may be acquired in the future. 


By ASEL R. 


oR a number of years utilities 

have been required to classify 

their investment in plant so as 
to show original cost of the property to 
the person first devoting it to public 
service. This requirement originated 
with certain state commissions and the 
accounting committee of the National 
Association of Railroad and Utilities 
Commissioners and was subsequently 
adopted by Federal Communications 
Commission, Federal Power Commis- 
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sion, and many state commissions. 

In an article criticizing accounting 
policies of the Federal Power Commis- 
sion, William A. Paton? states: 


I have searched diligently, but have failed 
to find a single clear-cut statement which in- 
dicates that the disclosing of predecessor 
cost on the books of the present owner serves 
any accounting purpose whatsoever. As a 
general proposition any such scheme falls of 
its own weight. 





1“ Accounting Policies of the Federal Power 
‘Commission—A Critique.” The Journal of Ac- 
countancy, June, 1944, 
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And, again, Paton states as follows: 


However, I think it is desirable to make it 
entirely clear that there is no shred of sup- 
port in the field of established accounting 
principles or practices for this novel proce- 
dure required by the commission. If it has 
support it must be found elsewhere. 


Mr. Paton makes such a sweeping 
indictment of the original cost require- 
ments of systems of accounts prescribed 
generally by utility commissions that 
an explanation of the procedure from 
a regulatory viewpoint is appropriate. 
Perhaps accountants engaged in regu- 
latory functions have been negligent in 
not furnishing a clear-cut statement of 
the objectives of original cost require- 
ments. Perhaps we have been so close 
to utility accounting and regulatory 
matters that the benefits of original 
cost data were so obvious to us that 
we did not realize that there were those 
in public accounting and teaching pro- 
fessions who did not perceive these ad- 
vantages. However, such lack of per- 
ception of the purposes and usefulness 
of original cost data is probably char- 
acteristic of only a minority of public 
accountants. It is known that certain 
nationally known firms of public ac- 
countants were well informed in this 
respect and often prepared exhibits of 
original cost in rate cases and gave 
testimony thereon many years prior to 
the adoption of present regulations re- 
quiring maintenance of original cost 
data. 

It is the purpose of this article to ex- 
plain the provisions for accounting for 
cost of utility plant prescribed by the 
uniform system of accounts,” to ex- 





2 The FPC system of accounts for electric 
utilities will be referred to herein because of 
its general applicability and the general fa- 
miliarity with it. The Wisconsin system, and 
those of many other state commissions, is 
identical in so far as the original cost provi- 
sions are concerned. 
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plain the classification required to re- 
cord original cost of plant, and to show 
that such classification is in accord- 
ance with proper accounting standards 
and is of substantial benefit for admin- 
istrative, financial, and regulatory pur- 
poses. 


Accounting Is on Cost Basis 


NX the outset, it should be under- 
stood that the system of accounts 
provides that all transactions involv- 
ing plant shall be recorded in the 
accounts at cost. Cost is defined as 
“the amount of money actually paid 
for property or services or the cash 
value at the time of the transaction of 
any consideration other than money.” 
All property constructed by the utility 
(or acquired by it if less than an oper- 
ating unit or system) is chargeable to 
the appropriate plant accounts at cost. 

When property constituting an op- 
erating unit or system is acquired, the 
cost to the utility, as above defined, is 
recorded in the accounts. This cost 
is then classified so as to show (a) the 
original cost of the property defined as 
“the cost of the property to the person 
first devoting it to public service,” and 
(b) the difference between such orig- 
inal cost, as defined, and the cost to the 
present owner, after giving effect to 
any depreciation or amortization on 
the properties acquired recorded by the 
purchasing utility at the time of ac- 
quisition. Such difference is recorded 
in Account 100.5, Utility Plant Acqui- 
sition Adjustments. The original cost 
of the properties acquired is recorded 
in the detailed plant accounts indica- 
tive of the nature of the plant. 

Thus, the original cost procedure is 
not a new or novel method of account- 
ing but is solely a classification of cost 














of properties acquired as operating 
units or systems. The cost of a utility’s 
property is absolutely unaffected by any 
provision of the original cost classifi- 
cation. 

All that is done is to record part 
of the cost in certain accounts and 
the balance in another. 


Fcc of opinion as to what 

constitutes cost are evident from 
the testimony in a number of cases in- 
volving reclassification of plant in ac- 
cordance with the FPC system of ac- 
counts. 

Some of the authors most criti- 
cal of original cost classification, in- 
cluding Mr. Paton, are persons who 
have testified in behalf of utilities in 
these cases. The controversies which 
developed regarding accounting prin- 
ciples governing cost determinations 
seem to have influenced their views re- 
garding original cost classification. 
This is regrettable because determina- 
tion of cost of utility plant is solely un- 
related to original cost classification re- 
quirements, and differences of opinion 
would have arisen upon classification of 
undistributed plant investment under 
prior systems of accounts. The system 
adopted by the National Association of 
Railroad and Utilities Commissioners 
in 1922, and prescribed widely by 
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state commissions, provided, with ref- 
erence to plant and equipment pur- 
chased as a whole, that “where the con- 
sideration given for property pur- 
chased is other than cash, such consid- 
eration shall be valued on a current 
cash basis. If the consideration in- 
cludes the assumption of liabilities, 
such liabilities shall be included in the 
determination of the cost at their cash 
value at the time the contract is made.” 
Note the similarity between the provi- 
sion of the current system that “cost 
means the amount of money actually 
paid for property or services or the 
cash value at the time of the transac- 
tion of any consideration other than 
money.” 


| aniiens- the 1922 NARUC system 
provided that “a bona fide contract 
or agreement of purchase and sale be- 
tween entirely separate parties shall be 
prima facie evidence of actual cost”; 
and that “these instructions should not 
be interpreted as permitting the addi- 
tion to fixed capital accounts of arbi- 
trary percentages to cover assumed 
overhead costs, but only as requiring 
the assignment or apportionment to 
particular accounts for tangible prop- 
erty of actual and necessary overhead 
expenditures.” (Italics supplied. ) 

To one familiar with the previous 


e 


“WHEN property constituting an operating unit or system 
ts acquired, the cost to the utility . . . 1s recorded in the ac- 
counts. This cost 1s then classified so as to show (a) the orig- 
inal cost of the property defined as ‘the cost of the property 
to the person first devoting it to public service, and (b) the 
difference between such original cost, as defined, and the 
cost to the present owner, after giving effect to any deprecia- 
tion or amortization on the properties acquired recorded 
by the purchasing utility at the time of acquisition.” 
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status of plant accounts of many utili- 
ties and the requirements of the 1922 
system of accounts, it is evident that 
classification of undistributed plant in- 
vestment in accordance with the terms 
of that system would have brought 
forth the same disagreements regard- 
ing cost of plant as have arisen under 
the present system. These would have 
included differences of opinion regard- 
ing reaccounting for overheads, inter- 
company profits, affiliated company 
service fees, and the cost when a mixed 
aggregate of property is acquired for 
securities. 

It is not my purpose to discuss these 
or other factors bearing on determina- 
tion of cost because they are unim- 
portant in considering the merits of 
classification of plant to show original 
cost. The new systems simply require 
that after cost of plant is determined, 
that cost be classified to show the origi- 
nal cost to the person first devoting 
the plant to public service and that any 
difference between actual cost and 
original cost be shown in a separate 
account. 


Original Cost Most Practical for Clas- 
sification of Prior Plant Acquisitions 


N 1936, when National Association 

of Railroad and Utilities Commis- 
sioners and Federal Power Commis- 
sion adopted systems of accounts for 
electric utilities, it was not unusual to 
find as much as 50 per cent, or more, of 
a utility’s plant investment carried in 
a single account entitled “fixed capi- 
tal not classified by prescribed ac- 
counts” or “cost of plant and equip- 
ment purchased.” These unclassified 
amounts had originated, to a substan- 
tial extent, either at the time of or- 
ganization of the utility or upon pur- 


chase of going utilities when proper- 
ties were acquired for lump sum con- 
siderations. 

In accordance with systems of ac- 
counts previously prescribed, such un- 
distributed amounts of plant invest- 
ment should already have been classi- 
fied. The system of accounts for elec- 
tric utilities adopted by National As- 
sociation of Railroad and Utilities 
Commissioners in 1922 provided that 
Account 358, Cost of Plant and Equip- 
ment Purchased, “shall be used only 
as a clearing account in which tem- 
porarily to carry the cost of plant and 
equipment purchased for a lump sum 
until such time as a plan for distribut- 
ing such cost to the primary accounts 
appropriate to the property is approved 
by the regulatory commission.” But 
regulatory agencies had been lax in re- 
quiring classification, and utilities had 
been growing so rapidly, both through 
new construction and purchases of go- 
ing utilities, that plant classification 
did not receive the attention it merited. 
Hence, unclassified plant investment 
became general in the electric utility 
industry. Such condition of plant rec- 
ords was objectionable to all account- 
ants—whether employed by utilities. 
by regulatory agencies, or engaged in 
public practice—since under such cir- 
cumstances a satisfactory classification 
of plant or complete verification of re- 
tirements or of plant in service could 
not be made. 


iS Geass was the situation when the 
committee on statistics and ac- 
counts of the NARUC commenced the 
preparation of new systems of ac- 
counts. Obviously, an important mat- 
ter to be covered by the revised sys- 
tems was specific instructions for clas- 
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Original Cost Procedure 


oe 


... the original cost procedure is not a new or novel method of ac- 


counting but is solely a classification of cost of properties acquired as 

operating units or systems. The cost of a utility's property is absolute- 

ly unaffected by any provision of the original cost classification. All 

that 1s done ts to record part of the cost in certain accounts and the bal- 
ance in another.” 





sification of undistributed plant in- 
vestment. The method selected by the 
committee, and which has later been 
incorporated in systems of accounts 
used generally throughout the coun- 
try, was to classify the cost of proper- 
ties acquired as going concerns between 
the original cost to the person first de- 
voting the property to public service 
and the difference between that original 
cost and cost to the utility, such dif- 
ference being includible in an account 
called “utility plant acquisition adjust- 
ments.” Expressed in another way, the 
detailed classification to plant accounts 
for land, buildings, etc., was required 
to be on the basis of original cost with 
the acquisition adjustments account 
being charged or credited with any dif- 
ference between (a) the total cost to 
the utility, and (b) the total original 
cost determined, less any depreciation 
or amortization on the acquired prop- 
erties recorded by the purchaser at 
date of acquisition. 
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Most purchases of going utilities 
have been for lump sum considera- 
tions, frequently involving payment in 
securities. In these circumstances, any 
classification of cost requires an alloca- 
tion procedure. Such allocation could 
have been required, based on the use of 
appraisals. Let us explore the possi- 
bilities of such an approach and see 
what would have been involved. 


F  eremyoune! Mr. Paton believes 
that detailed inventories and ap- 
praisals of properties were practically 
always made before purchase. He says 
“that when a company buys an oper- 
ating property it is necessary to have 
available a complete inventory of all 
physical-resources in order to proceed 
intelligently. This is necessary even if 
the total price paid for the aggregate 
property is viewed as the present value 
of the stream of operating income and 
other returns which are anticipated. 
No reasonable determination of earn- 
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ing power is possible without full 
knowledge of the depreciable plant and 
other facilities which will be required 
in the production of the estimated 
gross revenues. As I pointed out in my 
‘Advanced Accounting,’ a careful and 
complete appraisal of all physical re- 
sources is a major and indispensable 
step in the valuation of a business en- 
terprise as a going concern.” 

My experience is that most purchases 
of going utility properties have been 
made without any detailed inventory 
and appraisal of the units of physical 
property. This applies not only to past 
but to current acquisitions as well. 
There is at the present time an appli- 
cation filed before the Wisconsin com- 
mission for approval of the purchase 
of all the property of a utility for ap- 
proximately $850,000. No detailed in- 
ventory and appraisal of the units of 
physical property were necessary in 
order for the utility to act intelligently 
in the purchase negotiations for the 


property. 


O* acquisitions in the past the 
amount of gross revenues a prop- 
erty was producing, the possibilities 
for development in the territory, the 
type of load, the location of the prop- 
erty in relation to the acquiring util- 
ity’s system, the general character of 
the property, and other factors having 
a broad relationship to the transaction 
were generally considered of much 
greater significance than a detailed 
itemization and pricing of the units of 
physical plant involved. 

If systems of accounts had required 
plant to be classified on the basis of ap- 
praisals, they would have had to be 
made retroactively. Further, not only 
would reproduction cost new estimates 


have been required but accrued de- 
preciation would also have had to be 
estimated as of the date of acquisition. 
This is frequently ignored by those 
who advocate an appraisal process for 
classifying cost of acquired properties. 
It is quite apparent, however, that in 
the purchase of a mixed aggregate of 
tangible depreciable properties the per- 
centage of accrued depreciation on each 
of the property items will not be the 
same. Hence, if the total cost were dis- 
tributed on the basis of an appraisal, 
the depreciated values must be utilized 
for such allocation process. 

In many instances, substantial 
amounts of prior property acquisitions 
had already been retired so that retro- 
active estimates of accrued deprecia- 
tion at date of acquisition would have 
been difficult. In fact, those who main- 
tain that a physical inspection is neces- 
sary to determine accrued deprecia- 
tion would have said it was impossible, 
for how could you inspect something 
that no longer existed? Unquestion- 
ably, any such requirement would have 
brought forth a clamor of criticism. 


i an appraisal process had been 
adopted for use in classifying cost 
of plant it would have resulted in that 
part of a utility’s plant investment 
comprised of the purchase of going 
concerns being stated on the basis of 
reproduction cost new less deprecia- 
tion at date of acquisition (or a pro- 
ration downward of such amounts to 
cost) whereas the property the utility 
had constructed would be stated on a 
cost new basis. This condition would 
have prevailed unless utilities had been 
required to credit depreciation reserve 
with the accrued depreciation at the 
date of acquisition on properties ac- 
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quired. Since this practice had not been 
generally followed by utilities, it would 
have resulted in at least a partial retro- 
active application of depreciation con- 
cepts. This appeared inadvisable in 
view of the long history of retirement 
reserve accounting followed by utili- 
ties. 

An appraisal procedure for allocat- 
ing the unclassified cost of plant would 
not only have been costly; it would 
have contributed to dissension and 
drawn-out formal proceedings. Agree- 
ments between utilities and commis- 
sions concerning the classification 
would have been difficult because re- 
production cost new estimates vary 
considerably, dependent on the par- 
ticular hypotheses adopted in making 
the estimate; and regarding accrued 
depreciation, agreements would have 
been even more difficult because of 
wide divergence of opinions regarding 
the proper basis of estimates of accrued 
depreciation. 


O* course, the expense of making 
retroactive appraisals, and the 
arguments their use would have 
evoked, could have been ignored and 
the unclassified cost to the utility of 
its property could have been required 
to be distributed by an appraisal pro- 
cedure. But the classification would not 
have been uniform as in that event por- 
tions of the detailed plant accounts 


would have been stated at reproduction 
cost new less accrued depreciation at 
date of acquisition, other portions at 
reproduction cost new without deduc- 
tion for accrued depreciation, other 
portions comprised of reproduction 
cost new minus depreciation prorated 
downward to actual cost, and still other 
portions (company construction) at 
cost to the person first devoting the 
property to public service. Such a clas- 
sification would have been an improve- 
ment over the status of records con- 
taining substantial undistributed plant 
investment at the time the new systems 
of accounts were formulated. But it 
was neither the best nor the most prac- 
tical classification of costs obtainable 
under accounting processes. 

Original cost, as defined in the sys- 
tems of accounts, was available in 
many instances from records of the 
predecessor owner of the property or 
from sworn reports which were on file 
with regulatory agencies. These rec- 
ords were frequently in possession of 
the present owner. In fact, since adop- 
tion of the 1922 NARUC system of 
accounts, utilities generally were re- 
quired, in connection with purchases of 
going concerns, to procure all existing 
records and accounts or certified copies 
thereof in possession of the seller re- 
lating to construction and improvement 
of its plant. Hence, ascertainment of 
original cost was known to require less 


e 


“... unclassified plant investment became general in the elec- 
tric utility industry. Such condition of plant records was ob- 
jectionable to all accountants—whether employed by utili- 
ties, by regulatory agencies, or engaged in public practice— 
since under such circumstances a satisfactory classification 
of plant or complete verification of retirements or of plant 


in service could not be made.” 
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time and expense than an appraisal 
procedure. 


URTHER, Classification on an orig- 

inal cost basis permitted the de- 
tailed plant accounts to be stated on a 
uniform basis—the cost to the person 
first devoting the property to public 
service. As a practical matter, this is 
substantially the same as original cost 
of construction® although there are ex- 
ceptions in the case of property not 
previously used in utility service which 
might be acquired, as, for example, the 
purchase of a building for office use. 
Therefore, to a substantial extent, the 
detailed plant accounts, when stated at 
original cost, conform closely with ac- 
tual construction cost new. 

There are instances where determina- 
tion of original cost has been no small 
task and substantial expenses have 
been incurred. But these cases involved 
less cost than if an appraisal procedure 
had been required. In fact, the cases 
involving most expense have been 
those in which an attempt has been 
made to ignore accounting records and 
to substitute an appraisal for original 
cost of plant. However, even if all oth- 
er costs were the same, the fact that 
studies of accrued depreciation on 
properties acquired in the past are not 
required under the original cost pro- 
cedure means that less cost in reclassi- 
fication is incurred than if an appraisal 
procedure which requires estimates of 
accorded depreciation at acquisition 
had been required by the accounts. 





3 The first system of accounts employing the 
original cost concept issued by the Wisconsin 
commission, effective January 1, 1932, used 
original cost as the cost of constructing and 
installing plant. This was changed to the pres- 
ent definition to avoid “going back to the days 
of the Indians” on small portions of plant. 
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Advantages in Classification of 
Future Acquisitions 


* the future when both the purchas- 
ing and the selling utility carry their 
plant at original cost, the purchasing 
utility may record the acquisition of 
property by (a) carrying over the 
original cost of the plant as recorded 
in the accounts of the selling utility, 
(b) setting up the depreciation reserve 
requirement applicable thereto,* and 
(c) recording the difference between 
purchase price and depreciated original 
cost in utility plant acquisition adjust- 
ment. The only special study necessary 
is in connection with the depreciation 
reserve requirement, and the work in- 
volved in such a study will become 
gradually less as further improvement 
occurs in continuing property records 
and as depreciation reserves of utilities 
become reasonably representative of 
reserve requirements. 

It is true that if a detailed analysis 
of the nature of amounts includible in 
utility plant acquisition adjustments is 
desired, then further work will be 
necessary. But an immediate classifica- 
tion of plant can be made and plant 
accounting routines carried on without 
any disturbance because of the property 
acquisition. Any analysis to ascertain 
the nature of the adjustment account 
can follow. 

Generally speaking, the value of such 
an analysis must be balanced against 
its cost. One procedure would be to 
make a reproduction cost new appraisal 
and determination of accrued deprecia- 
tion. But, even this is not conclusive 





4Recording of reserve requirement applies 
only to future acquisitions. On those prior to 
the adoption of the system of accounts, only 
the depreciation recorded by the purchaser, if 
any, is considered. 
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Inclusion of Purchased Property 


CC HEN purchased properties are recorded in the detailed plant ac- 

counts at original cost (which for most property is original cost 

of construction) and distributed to the appropriate years of installation 

involved, the units of purchased properties are stated at construction cost 

new as are those constructed by the utility. Hence, the inclusion of the 

purchased property does not disturb unduly the average unit costs for the 
various years of construction.” 





unless there is positive proof that the 
price paid for the tangible property was 
reproduction cost new less deprecia- 
tion. 


| is necessary to know also what 
kind of reproduction cost new may 
have been considered—reproduction 
cost of existing plant or the cost new 
of modern substitute equipment. With 
these uncertainties in mind, it seems 
probable that on future acquisitions 
agreement on the composition of the 
adjustment account can be reached be- 
tween the purchaser and the regula- 
tory agency without resort to expen- 
sive reproduction‘cost new appraisals. 
This should be particularly true where 
statutes, as in Wisconsin, require au- 
thority of the state commission before 
a utility may buy or sell its property. 
With knowledge of the facts as to 
original cost of the property and the 
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dates of its construction, the deprecia- 
tion reserve requirement applicable 
thereto, the changes in price levels that 
may have occurred, and the total pur- 
chase price, it is not difficult to esti- 
mate reasonably accurately the nature 
of any acquisition adjustment arising 
on conveyance of properties. 

It seems safe to say that use of 
original cost and the adjustment ac- 
count in classifying the cost of future 
property acquisitions is a practical 
method of accounting which will save 
expenses for the utilities and for the 
public as contrasted with any scheme 
which makes mandatory an appraisal 
of all property acquired in order to 
classify its cost. 


Original Cost and Continuing 
Property Records 
M3*% utilities are keeping, or are 
in process of establishing, con- 
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tinuing property records, and in some 
jurisdictions such records are required 
by the state commission. The type of 
continuing property record varies con- 
siderably between utilities or commis- 
sions, but the basic purpose is to estab- 
lish codrdination between the units of 
physical property and the dollars of 
original cost associated therewith. The 
record will normally show the number, 
cost, and location of units of property. 
For some classes of plant an age dis- 
tribution of property units and their 
cost is also maintained. For example, 
the number of poles of a given size 
may be classified according to year of 
installation, and retirements recorded 
at the average cost of such year’s in- 
stallations. 

When purchased properties are re- 
corded in the detailed plant accounts at 
original cost (which for most property 
is original cost of construction) and 
distributed to the appropriate years of 
installation involved, the units of pur- 
chased properties are stated at con- 
struction cost new as are those con- 
structed by the utility. Hence, the in- 
clusion of the purchased property does 
not disturb unduly the average unit 
costs for the various years of con- 
struction. 


Pec the result if units of prop- 
erty purchased are acquired at a 


cost in excess of reproduction cost new 


less depreciation and that the latter is 
recorded in the detailed plant accounts 
and distributed to underlying continu- 
ing property records. The cost assigned 
to units of purchased property and their 
average unit cost would not, except by 
coincidence, be comparable with the 
cost of constructed property of any 
year. If units purchased are all in- 


cluded with construction of the year of 
acquisition and an age distribution 
ignored, constructed property would be 
stated at cost new and purchased prop- 
erty at reproduction cost new less de- 
preciation. If units of purchased prop- 
erty are distributed by year of instal- 
lation, the reproduction cost new less 
depreciation at date of acquisition 
would be far different, except by coin- 
cidence, than the original cost new of 
the constructed units at their respec- 
tive dates of installation. In either 
event, the difference might be so sub- 
stantial as to affect average unit costs 
materially and require separate subdi- 
visions of accounts for coustructed and 
purchased properties. 

Further, if acquired properties are 
recorded at reproduction cost new with 
accrued depreciation at acquisition 
entered in the depreciation reserve ac- 
count, the problem would still exist. 
In that event, units installed many 
years prior would be entered in the 
records at reproduction cost new of the 
year of acquisition and hence would 
not be carried on a basis at all compara- 
ble with that of units constructed by 
the utility in prior years. 

When continuing property records 
are established on an original cost 
basis, they have continuing value re- 
gardless of change in ownership of the 
properties. In accordance with original 
cost procedures, the new owner may 
simply carry forward the data shown 
by the plant record of the seller and 
maintain it as his own without having 
to establish the record anew on some 
entirely different cost basis. It seems 
to me that it would be wasteful and 
highly impracticable to fail to make 
use of this opportunity for savings and 
convenience. 
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Original Cost Aids in Depreciation 
Analyses 


eee use of original cost for the de- 
tailed plant accounts results in all 
plant being stated on a cost new basis.° 
Hence, the depreciation rate applicable 
to a specific class of plant can be based 
on an estimate of total service life. 
There is no necessity to depreciate part 
of the account (constructed plant) ona 
total service-life basis and another part 
(acquired properties) on a remainder- 
life basis. 

There are instances where utilities 
have maintained separate records for 
acquired properties and constructed 
properties due solely to depreciation re- 
quirements. For example, a Wisconsin 
utility recorded its original investment 
at cost, which was substantially re- 
production cost new less depreciation. 
This original investment was depreci- 
ated over its estimated remaining life. 
The construction additions and replace- 
ments were depreciated over their esti- 
mated total life. In order to preserve 
data necessary for this procedure, each 
retirement had to be identified as to 
whether it was from purchased or con- 
structed property, each plant account 
had to be subdivided to maintain this 
information, and the composite rate of 
depreciation for each plant account and 





5 There are minor exceptions for completed 
plant bought from nonutilities, such as an of- 
fice building. 


7 


for the total plant changed from year 
to year. Upon the change to original 
cost accounting, depreciation rates are 
all stated on the basis of total service 
life and the prior subdivision of plant 
accounts is no longer necessary. 

To be sure, the acquisition adjust- 
ment account arising on property pur- 
chases, to the extent comprising a part 
of the cost of depreciable property, re- 
quires amortization over the remaining 
life of property to which applicable. It 
is much easier, however, to deal with 
amortization of this single account on 
a remainder-life basis than it is to have 
different rates of depreciation appli- 
cable to different portions of each plant 
account. 

The continuity of records on an 
original cost basis is a distinct aid in 
depreciation estimates. Generally 
speaking, the greater the amount of 
past experience uniformly recorded in 
accounts, the greater the worth of sta- 
tistical analyses. When original cost is 
established, the record of prior plant 
additions and retirements is carried 
forward and maintained thereafter re- 
gardless of changes in ownership. This 
permits turnover studies and other sta- 
tistical analysis to be made covering 
longer periods and eliminates the 
necessity of discontinuing such analyses 
at dates of acquisition of acquired 
properties because prior data are not 
comparable. 


“THE continuity of records on an original cost basis is a dis- 
tinct aid in depreciation estimates. Generally speaking, the 
greater the amount of past experience uniformly recorded in 
accounts, the greater the worth of statistical analyses. When 
original cost is established, the record of prior plant additions 
and retirements is carried forward and maintained there- 
after regardless of changes in ownership.” 
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Permits More Stable Statistics 


— of change in ownership 
of utility plant, its original cost 
is constant and unchanging. This is of 
considerable value in any instance 
where data are expressed as a per cent 
of the detailed plant accounts. To il- 
lustrate this point, let us assume utility 
A has $200,000 of utility plant in serv- 
ice at original cost on which it accrues 
annual depreciation of $6,667 based on 
a 30-year service life or an annual rate 
of 34 per cent. Utility B has an identical 
plant composed of $100,000 of utility 
plant in service at original cost and 
$80,000 of property acquired which 
was recorded at reproduction cost new 
less accrued depreciation of 333 per 
cent. 

This makes a total of $180,000 of 
utility plant in service for utility B, on 
which annual depreciation would be 
$7,333, or 4.07 per cent. On the sur- 
face, the statistical result would indi- 
cate that utility B is accruing deprecia- 
tion more rapidly, yet the actual rate of 
depreciation is the same in the case of 
each. 


cy course, the original cost of plant 
of one utility may not be at the 
same price level as that of another util- 
ity, and comparative statistical ratios 
are affected thereby. But the use of 
original cost for all utilities gives great- 
er stability to statistical data related to 
plant than if utility plant in service were 
stated as a hodgepodge of original cost 
for constructed properties with ac- 
quired properties being stated at esti- 
mated reproduction cost new at ac- 
quisition, or estimated reproduction 
cost new less depreciation, or some pro- 
rated figure derived from such esti- 
mates. 
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Better Adapted to Use of Index 
Numbers 

HEN plant is stated at original 

cost, it can be converted to re- 
production cost new by use of index 
numbers with less effort than if plant 
is stated at a mixed aggregate of vary- 
ing types or estimates of cost. This is 
readily apparent because original cost 
is constant, conforms closely to 
original cost of construction, and most 
index numbers are related to construc- 
tion costs of prior years. If plant costs 
were stated on various bases—original 
cost for constructed properties, esti- 
mated reproduction cost new at ac- 
quisition with or without deduction of 
depreciation for acquired properties— 
derivation of index numbers would be 
complicated and require substantial 
time and effort to obtain a proper mul- 
tiplier. 

It should not be inferred that repro- 
duction cost new estimates can be made 
readily by use of index numbers or that 
the result so obtained would be as re- 
liable as a priced inventory. But the 
inventory procedure is time-consuming 
and costly and frequently approxima- 
tions of reproduction cost are needed 
promptly. Such approximations can be 
made more accurately with less work 
if all plant is stated at original cost. 


Facilitates Allocation of Property 
Taxes to Districts 

N Wisconsin, electric utilities are 

subject to taxation by the state on 
the full market value of their property 
within the state. The assessed value is 
found for the utility as a whole, with- 
out determination of value for each 
taxing district. The total tax assessed 
is allocated 15 per cent to the state, 20 
per cent to the counties, and 65 per 
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Use of Index Numbers 


cOVW/ HEN plant is stated at original cost, it can be converted to repro- 

duction cost new by use of index numbers with less effort than if 

plant is stated at a mixed aggregate of varying types or estimates of cost. 

This is readily apparent because original cost is constant, conforms closely 

to original cost of construction, and most index numbers are related to 
construction costs of prior years.” 





cent to the towns, cities, and villages 
within or through which the business 
of the utility is conducted. The statutes 
provide that the taxes shall be appor- 
tioned, as nearly as may be, on the 
basis of property located and business 
transacted within each town, city, and 
village. In conformity with this re- 
quirement, the tax apportionment is 
made, based on the composite percent- 
age which the property and revenue in 
each tax district bear to the total prop- 
erty and revenue of the utility. 
Original cost of property serves a 
useful purpose in this apportionment. 
It is constant and, even though changes 
in ownership of property occur, the 
property base for a taxing district re- 
mains unchanged. Of course, a change 
in ownership of the property in a tax- 
ing district from one utility to another 
will result in that taxing district get- 
ting a part of an entirely different tax, 
which may be more or less than former- 
ly. But if, in addition to this probable 
change, there were added the effect of 
a change of the property base used for 
tax allocation purposes, which might 
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be substantial dependent on the price 
paid for the property, the tax revenue 
of a district might be materially and 
unfairly affected. 

Thus, original cost is useful in bring- 
ing about greater stability in the allo- 
cation of taxes to taxing districts. It 
seems clear too that if one utility has 
its property classified by taxing dis- 
tricts on an original cost basis, it would 
be quite desirable if a utility purchasing 
the property should carry over and 
utilize such record. That end is at- 
tained with original cost classification 
of plant. 


More Nearly Approximates Base for 
Income Tax Depreciation 


B thew property base upon which de- 
preciation is allowable for income 
tax purposes frequently differs from 
cost of the property because of prior 
acquisition of going concerns on a tax- 
free basis. However, it is to be noted 
that, in general, original cost more 
closely approximates the base for in- 
come tax depreciation than does the to- 
tal cost to the utility of its plant. 
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The Wisconsin department of tax- 
ation is quite generally accepting orig- 
inal cost reclassifications of utilities as 
a proper base for depreciation allowable 
for state income tax purposes. This 
eliminates any necessity for keeping 
a separate set of plant records for state 
income tax purposes. 

There are instances also where origi- 
nal cost has been accepted by the Inter- 
nal Revenue Bureau for future use 
upon reaching some compromise agree- 
ment covering the difference between 
original cost and the previously estab- 
lished property base for Federal in- 
come tax purposes. It seems to me 
that negotiations along these lines 
could be undertaken with the Internal 
Revenue Bureau in a substantial num- 
ber of cases. It is probable that the de- 
preciable property base for Federal in- 
come tax purposes is generally at least 
equal to the original cost. Agreements 
regarding the treatment of any differ- 
ence for Federal income tax purposes 
might result in full acceptance of 
original cost for tax depreciation pur- 
poses and result in considerable reduc- 
tion in the separate records so often 
necessary for tax purposes. 


Aid in Rate Base Determination 


IX 1898 when the United States Su- 
preme Court enunciated the fair 
value rule in Smyth v. Ames it listed a 
number of factors to be considered in 
ascertaining fair value, including the 
original cost of construction, the 
amount expended in permanent im- 
provements, and the present cost of 
construction. The weight to be given 
to these, and other factors bearing on 
value, was such “as may be just and 
right in each case.” 

In the decades following that deci- 


sion, the three major factors generally 
considered bearing on rate base value 
have been original cost of construction, 
the cost or investment of the present 
owner, and reproduction cost new, 
with proper recognition of deprecia- 
tion in each instance. The weight 
given to these factors has differed 
among commissions and courts and has 
varied with the passage of time. But 
it seems safe to say that original cost 
of construction and the cost to the 
present owner have always been im- 
portant factors in determining rate 
base value. 

Even if reproduction cost new less 
accrued depreciation were the sole 
measure of rate base value, original 
cost would be an aid in the determi- 
nation of that value, because it affords 
a check on the propriety of assump- 
tions used in estimating reproduction 
cost new and reasonableness of the 
final result. With a good record of 
original cost tied in with continuing 
property records, the labor perform- 
ance assumed in an appraisal can be 
checked with actualities. Stores ex- 
penses, tool expenses, and other costs 
usually considered as material and labor 
loadings can be compared with actual 
experience by years. Overhead costs 
can be checked to determine whether 
they are hypothetical or conform with 
the practices of the utility. The ap- 
praisal can be checked readily to as- 
certain whether it is an estimate 
of reproduction cost in kind under 
conditions actually encountered in 
the construction of the plant or 
whether it is a hypothetical whole- 
sale reproduction either in kind or 
of the best available substitute plant. 
In other words, good records make for 
better appraisals. And if original cost 
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is recorded in the accounts, together 
with details of units of property and the 
years of construction, the best possible 
type of record is available for use not 
only in estimating reproduction cost 
new but in checking the results of such 
estimates and giving assurance that 
there has not been a marked departure 
from actualities. 


en both cost to the utility and 
original cost are of importance in 
the regulatory process, and since each 
can be ascertained and maintained per- 
petually by accounting procedures, 
common sense indicates the wisdom of 
doing so. That is what is done by the 
original cost requirements of the sys- 
tem of accounts. The cost to the util- 
ity—the investment the owner has 
made—is required to be recorded in 
the accounts and likewise the original’ 
cost of the property to the person first 
devoting it to public service. This is 
practically synonymous with original 
cost of construction, although there is 
a slight difference relating to items of 
completed property acquired from non- 
utilities for which cost to the utility is 
taken as original cost. However, for 
practical purposes, original cost as used 
in the system of accounts meets the 
requirements for original cost of con- 
struction. 

As an indication of the facility with 


which both cost to utility and the origi- 
nal cost of plant are readily available 
for regulatory purposes, the following 
data are taken from the balance sheet 
of a Wisconsin utility: 


Original cost of utility plant in 


SORUIER os uk ar aa ata Coe $50,318,870 
Less reserve for depreciation .. 9,190,498 
Depreciated original cost of 

utility plant in service ...... $41,128,372 
Add_ utility plant acquisition 

AGHMMSIMENIS «cess accuse cas 2,213,153 


Depreciated cost of utility plant 
in service 


$43,341,525 


Thus, with just a few minutes’ ex- 
amination of the balance sheet of the 
utility, its plant is stated (a) at de- 
preciated original cost and (b) at de- 
preciated cost to the utility. Reproduc- 
tion cost new less depreciation cannot 
be determined so quickly. But if a case 
developed in which it was involved, 
then all three factors—original cost, 
cost to utility, and reproduction cost— 
would be presented to the commission 
for its consideration. It is not a func- 
tion of accounting to state the weight 
that should be given to any one of 
these factors in a determination of 
value for rate base or any other pur- 
pose. 

But it is a function of accounting 
to show the facts as to original cost 
of plant and cost to the present owner. 
To show only one and not the other 


e 


“SINCE original cost of plant and cost to the present owner 
are factors in the rate-making process, they are important to 
investors, and financial statements which show these facts 
are more informative than those which show only cost to the 
utility. This is particularly true in those instances where cost 
to the utility is considerably in excess of original cost. In 
such a case the weight given original cost in a rate proceeding 


might be of material significance to an investor in the utility. 
347 
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Utility plant: 


Utility plant at original cost ....... 


$55,082,528.72 


Excess cost of tangible property acquired 
as entireties, over original cost thereof, 


in process of amortization ....... 


Intangible plant at cost, in process of amortization ........ 


192,465.47 $55,274,994.19 
2,146,871.62 


Excess of cost of investment in subsidiary company over 


underlying book value at date of acquisition ............ 


Srajaitreleister sie s meets ots $58,218,609.89 


would be to fail to use the tools of 
accountancy to the best advantage. 


Original Cost Gives More Informa- 
tion to Investors 


eae original cost of plant and cost 
to the present owner are factors 
in the rate-making process, they are 
important to investors, and financial 
statements which show these facts are 
more informative than those which 
show only cost to the utility. This is 
particularly true in those instances 
where cost to the utility is consider- 
ably in excess of original cost. In 
such a case the weight given original 
cost in a rate proceeding might be of 
material significance to an investor in 
the utility. 

A showing in the balance sheet of 
excess of cost to the utility over origi- 
nal cost of plant practically assures that 
stock watering or serious imprudency 
in purchases of going concerns will 
be revealed. Original cost is not syn- 
onymous with value and purchases of 
going concerns for amounts in excess 
of original cost may be entirely proper. 
But there is a limit on the amount of 
excess which can be prudently paid. 
The limit cannot be defined for gen- 
eral application except to point out that 
if it becomes too much, the question of 
prudency arises. 


796,744.08 


It is of interest to compare the state- 
ment of the cost of plant contained in 
the annual report to stockholders of a 
utility whose property is now on an 
original cost basis with a similar state- 
ment in the annual report of a few 
years ago before original cost was es- 
tablished. In its audited balance sheet 
as of December 31, 1943, Wisconsin 
Public Service Corporation reports 
consolidated utility plant as outlined 
above. 

No notes to the balance sheet or 
statements in the auditor’s certificate 
are made regarding plant. The facts are 
stated right in the balance sheet. 

In the annual report to stockholders 
of the same corporation for the year 
1933, before original cost reclassifica- 
tion was required, consolidated utility 
plant was shown in the audited balance 
sheet as of December 31, 1933, as fol- 
lows: 


Plant, property, rights, franchises, 
RUCr intone center ncretewiareote ete $48,909 ,275.57 


No explanation is given of the basis 
on which the plant is stated, either by 
way of a note to the balance sheet or 
in the auditor’s certificate. 

It may be considered that compari- 
son of the balance sheet showing 
original cost should be made not with 
those of previous years, when account- 
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ing standards were different, but with 
what the balance sheet of the corpora- 
tion would show concurrently with re- 
spect to plant if original cost were 
ignored and classification of plant 
based on a division between tangible 
and intangible plant. That informa- 
tion is also available when accounts 
are kept in accordance with original 
cost classification procedures and is 
herewith shown as of December 31, 


1943: 


Utility plant: 


‘Pangible plant... <<..60<<: $55,150,809.75 


Intangible plant .......... 2,271,056.06 
Excess of cost of investment 

in subsidiary company over 

underlying book value at 

date of acquisition ....... 796,744.08 

PROUIN 2 ose fees sda ras $58,218,609.89 


While such a classification is a great 
improvement over that shown in the 
corporation’s 1933 report, it does not 
yield the added information available 
in the 1943 report of showing both cost 
to the company and original cost. 


The second and concluding part of this article will be published 
im the March 29, 1945, issue of the FoRTNIGHTLY. 








7“ all this struggle over wartime price regulation every 
interest group has been guilty, in its determination to 
serve itself, of disregarding the welfare of the people as a 
whole. Each group has refused to see that if an evil price in- 
flation is to be prevented AL prices must be brought under 
restraint. That restraint must have flexibility enough to allow 
for the relief of real and disproportionate hardships (impossible 
in any case to measure by precise formula) but it is the price 
structure as a whole that 1s at stake. It would be absurd to sup- 
pose that the price structure as a whole could be ‘stabilized,’ 
that is, held to any fairly stable level, while any major com- 
ponent was free to rise and rising. 


“If the word stabilization in this use has any meaning it 
means the restraint of all individual prices, including wages, 
for the purpose of holding down the price structure in tts en- 
tirety against the upward pressure of government expenditure 
of many billions on the war. Some government agencies have 
lately attempted to distinguish between inflationary and non- 
inflationary advances in prices or wages. No such broad dis- 
tinction can be made. Every price or wage advance evokes 
demand and even necessity for others.” 


—EDpITorRIAL STATEMENT, 
The Wall Street Journal. 


349 MAR. 15, 1945 











SS VON ST 1S LW OUMTOLISINONISN eer! C118 e118 ON elella vel er aney 





“Co-ops” under a Microscope 


Distinction between the true and the spurious kind of “codpera- 

tion” pointed out by the author who also discusses the bear- 

ing of these tax-subsidized industrial groups on the general 

welfare of the people, and emphasizes the lack of knowledge 

of the average taxpayer as to the significance of the political 

discrimination in favor of codperatives against other forms of 
business. 


By LARSTON D. FARRAR 


HE average American, missing 
the big bite out of his semi- 
monthly pay envelope, is in a 
more receptive listening frame of mind 
when taxes are discussed either in beer 
halls or at banquet tables these days. 
Both presidential candidates took cog- 
nizance of this new phenomenon in re- 
cent preélection speeches, but, even if 
they hadn’t, everybody would still 
know that John Q. Public is thinking 
of his tax money more than ever. 
President Roosevelt, who now has 
another four years’ lease on the White 
House, indicated in several speeches 
and by several overt preélection moves 
that he understood many “common 
men” were thinking of government ex- 
penditures. At one point, he even 
went so far as to write Harold D. 
Smith, director of the Bureau of the 
Budget, to make plans for retrench- 
ment in the Federal payroll. This was 
so revolutionary that several thousand 
bureaucrats got the jitters and at least 
100 resigned and found jobs in pri- 
vate industry, according to Washing- 
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ton newspapermen, who should know. 

At any rate, the fact that presiden- 
tial candidates have learned that the 
average man is interested, if only to a 
certain degree, in where his tax money 
goes, bodes well for those who want to 
show this average man that the tax 
money in many cases is going into proj- 
ects and enterprises that are helping 
to kill the very system that gives him 
and millions of others work at good 
wages. 

There is evidence, also, that Con- 
gress is considering taxing co-ops 
along with other businesses. Senator 
Walter F. George (Democrat) of Geor- 
gia, recently intimated he is particu- 
larly interested in determining whether 
co-ops and other tax-exempt organi- 
zations are making “extra and competi- 
tive profits” on benefits derived from 
operation of “grain elevators and 
other public utilities.” The implication 
is that if such co-op profits compare 
with private company operation of sim- 
ilar enterprise, Senator George (and 
other members of Congress) may be 


350 


“CO-OPS” UNDER A MICROSCOPE 


disposed to consider raising revenue 
by taxing such agencies. Senator 
George’s indication came after Colin F. 
Stam, tax expert of the Joint Com- 
mittee on Internal Revenue Taxation, 
reported that his group was studying 
the returns of some 60,000 co-ops, 
labor unions, and others required to file 
such information under the new § 101 
of the Internal Revenue Act of 1944. 
Mr. Stam said he hoped to have his re- 
port ready in time for study by the 
79th Congress. 


> groups as the National Tax 
Equality Association, which has 
been conducting a campaign for many 
months to have the dividends of codp- 
eratives taxed along with profits of 
private business, could well take hope 
from these evidences that the average 
man and his Congressman are think- 
ing of the tax dollar once more. Of 
course, much depends upon the incli- 
nation of the new Congress, which is 
Democratic, of course, but whether 
it will develop more into New Deal- 
Democratic or just plain Democratic is 
not known for sure as yet. 

In the inevitable stock-taking fol- 
lowing the national elections, many 
persons in the business field were 
rather chagrined because the Republi- 
can candidate did not talk more about 
the manner in which tax money is being 
wasted, is being used for special privi- 
lege, or is being used to subsidize proj- 
ects which are hurtful to legitimate 
business. However, it is not the busi- 
ness of a presidential aspirant to edu- 
cate the people. It is his business— 
in fact, his only choice—to make a 
campaign on the basis of what people 
already know. And, by and large, it 
must be admitted sadly, the people 
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really know very little about what is 
happening all over this big country. 
“Never underestimate the people’s 
intelligence; never overestimate their 
knowledge.” This sentence is tested 
and is known to be sound by every poli- 
tician who holds office for long. The 
people may not be “too damned dumb 
to understand,” as Harry Hopkins is 
reputed to have once said, but certainly 
many are too uninformed to make in- 
telligent decisions on many questions. 


| no instance is this fact clearer than 

when discussion turns to the field of 
cooperatives. Although students in 
college get an unusual amount of in- 
struction concerning codperatives, 
their history and their benefits, actually 
few Americans today know what a co- 
Operative is, or what it is supposed to 
be. That is why thousands of shrewd 
operators have been able to set up “‘co- 
Operatives” which are in no sense co- 
Operative businesses. And that is why 
millions of Americans vaguely say they 
are in favor of “cooperatives” and 
vote for candidates who favor “co- 
Operatives,” although these millions 
have no idea of what they are voting 
for, generally speaking. 

Not long ago, I was talking with the 
owner of the only modern hotel in a 
little city in Tennessee. He was ar- 
dently in favor of forming a codpera- 
tive, which would be financed with Fed- 
eral funds, to buy and operate the ex- 
isting electric utility serving the city 
and adjoining areas. 

“Why don’t you like the present 
power company?” I asked. ‘‘What’s 
wrong with it?” 

He admitted that the service was 
good. He admitted that he liked the 
officials personally and that they gave 
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him much good trade. He admitted 
that by and large the repair service 
and other facilities were excellent. It 
turned out that he just didn’t like to 
pay a big power bill each month and 
‘figured that he would get a much 
cheaper rate under a cooperative. 

“That may well be,” I pointed out. 
“But then I don’t like to pay $7 a day 
to you foraroom. If this hotel were 
owned by a cooperative and if Federal 
money were being used to pay for su- 
pervision, for the interest charges over 
a certain amount, and for other big ex- 
penses, undoubtedly the room rent 
would be cheaper.” 

The situation, he said, was not anal- 
ogous. But it was, I pointed out, since 
he had a monopoly on good hotel rooms 
in that town just as the electric com- 
pany had a virtual monopoly in furnish- 
ing power and light. Of course, he 
wouldn’t like it at all if I went around 
trying to get the government to take 
over privately owned and operated ho- 
tels, but no doubt he is still busy trying 
to think up ways and means to get the 
government, in effect, to take over the 
private power company. 


IKEWISE, I talked with a small-town 
druggist who seemed to be sold on 

the Rural Electrification Administra- 
tion. It was, he said, a wonderful 
thing. I admitted that no doubt it was 


a wonderful thing, but I wondered 
aloud if he wanted to pay to give every 
farmer in the county a large barn. No, 
he wouldn’t pay for any such thing. 

Well, why not? You're helping to 
pay, through your tax bill, to give them 
cheaper electric rates than you get. If 
the REA co-ops had to pay taxes— 
taxes comparable to those paid by the 
power company here in the town, the 
farmers would still be able to have elec- 
tricity, but they wouldn’t be mooching 
off city cousins who do pay taxes 
through rates charged by private utili- 
ties. 

He couldn’t understand, so I put it 
another way. Suppose, I said, that the 
government came into town and opened 
a drugstore on the opposite side of the 
street from him. 

“T wouldn’t mind,” he chimed in. 

“Maybe not,” I said. “But consider 
this: What if the government-operated 
store paid no city, no county, no state 
licenses ? It had to pay no income taxes. 
The same toilet goods you sell over the 
counter with the 20 per cent Federal 
tax, for example, it could sell without 
the tax, perhaps. Could it operate more 
cheaply than you? Could it run you out 
of business? Would such a thing be 
fair, as long as the people of this town 
were getting good drug service?” 

“Never thought of it like that,” he 
said. 


e 


““A COOPERATIVE 1n the traditional meaning of the word ts 
a voluntary union of persons, banded together on a democrat- 
ic basis, to supply members with goods or service, or both, 
or to employ its members in producing for sale, or to sell its 
members produce, or to finance its members, or to combine 
all these aims in one, and at the same time to distribute sur- 
pluses in a manner agreed upon by the members as fair to 


each one.” 
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HE fact is that most Americans, 

busy with making a living, have 
not considered any number of angles 
to our modern economic life nor have 
they learned of the inevitable effects of 
the trends that are taking place in 
America today. If they but knew all the 
angles, they could arrive at much more 
logical decisions. Herein lies the an- 
swer to the problems of the industries 
that are fighting the unfair prefer- 
ences given competitive ‘codpera- 
tives.” 

Like many another word in our mod- 
ern lexicon, the word “codperative” has 
come to mean many things to many 
people. A codperative in the traditional 
meaning of the word is a voluntary 
union of persons, banded together on a 
democratic basis, to supply members 
with goods or service, or both, or to 
employ its members in producing for 
sale, or to sell its members produce, 
or to finance its members, or to com- 
bine all these aims in one, and at the 
same time to distribute surpluses in a 
manner agreed upon by the members 
as fair to each one. 

By its nature a true cooperative does 
not need, and is neither morally nor 
legally entitled to, preferential treat- 
ment from the government in the form 
of exemption from taxes or from regu- 
lation or from any other lawful burden 
which comparable private business-for- 
profit must bear. In Sweden and other 
Scandinavian countries codperatives 
have demonstrated that they can suc- 
cessfully operate for the benefit of their 
members and carry the full share of 
taxes and other burdens which com- 
parable private business must bear. 
They are, accordingly, highly respected 
by the public and the private business 
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in such countries. They are entitled to 
respect because they have earned it. 


I’ truth, the only real distinction be- 

tween a true “cooperative” and pri- 
vate business is that the latter operates 
openly for the profit of its owners as 
distinguished from its customers; 
whereas, the former distributes, or re- 
distributes, its benefits (including 
profits, if any) to its associate members 
who are, in a sense, its customers. 
Viewed in this light, any association 
which depends for its existence on sup- 
port from, or sacrifice at the expense of, 
nonmembers (whether through tax 
exemption or other preferential treat- 
ment) is no true cooperative at all, It 
is nothing more or less than a partially 
subsidized group organized for the 
purpose of obtaining such benefits be- 
cause they cannot be obtained through 
a different form of organization. A less 
polite definition would be to call such 
a group a sponging parasite. Any 
group which must have the support of 
subsidy from the outside—a subsidy 
for which it makes no compensation or 
social justification — lends weakness 
rather than strength to the body politic 
and the national economy. 

Actually, there are very few codp- 
eratives operating on the orthodox 
idealistic basis today, and generally 
they are so small as to be negligible in 
our society. There are 13,000 organ- 
izations which call themselves “codp- 
eratives” in the U.S. today, with some 
5,000,000 members, with four-fifths of 


them being in farm districts. 


_— are today about 50 federa- 
tions of cooperatives, more than 
100 centralized regional associations 
of codperatives, and more than 100 
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Business of Codperatives 


“ codperative distribution of milk and other dairy products 
amounts to about $1,000,000,000 a year now ; cooperative associa- 
tions sell $700,000,000 worth of dry beans, rice, and grain annually; 
purchasing codperatives, which do everything from buying feed, seed, 
and fertilizers to operating big retail stores, now do an annual business 


of some $1,200,000,000.” 





cooperative sales and purchasing agen- 
cies operating in principal cities and 
markets. 

The codperative distribution of milk 
and other dairy products amounts to 
about $1,000,000,000 a year now; co- 
Gperative associations sell $700,000,- 
000 worth of dry beans, rice, and grain 
annually; purchasing cooperatives, 
which do everything from buying feed, 
seed, and fertilizers to operating big 
retail stores, now do an annual busi- 
ness of some $1,200,000,000. 

In cooperative production, eight 
major groups own nearly 600 oil wells, 
9 refineries, and at least 1,200 miles 
of pipe lines. The cooperative business 
in oil alone amounts to $200,000,000 
a year. 

With the tax burdens looming 
larger and larger as a factor in busi- 
ness, all taxpayers, especially business, 
should be interested in cooperatives. 
Cooperative operations are of concern 
to great industries, the oil industry, 
the grain trade, and retail trades, as 
well as to private power companies. 
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These business groups feel that com- 
petition by these codperatives, based as 
it is on special privilege from local, 
state, and national governments, is 
grossly unfair to private business and 
harmful to our whole economy. 


as decades, particularly during the 
past ten years, the Federal govern- 
ment has helped codperatives in a gen- 
erous fashion, not only by granting 
them tax exemptions which now come 
to considerable money in private op- 
erations, but by giving them lenient 
treatment under the antitrust laws and 
by providing credit through the thir- 
teen banks for codperatives. In some 
cases, notably that of REA, the gov- 
ernment itself has gone into the busi- 
ness of helping originate cooperatives. 

As analyzed above, most modern so- 
called codperatives are not true co- 
Operatives in the historical sense of the 
word. This fact should be made clear 
to the general public. But, for practical 
reasons, we can scarcely expect the 
REA or the Department of Agricul- 
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ture or any other government agency 
to make this clear, however. It is up to 
the private companies and private tax- 
payers to show up this unfair and un- 
economic subterfuge for dividing the 
wealth, diluting the vitality of tax- 
paying private enterprise, and general- 
ly making over the basic pattern of 
American life. 

Can co-ops ever become a useful 
productive part of our American sys- 
tem? Such a question may seem imper- 
tinent to present beneficiaries of co-op 
membership who are receiving services 
which they otherwise would not enjoy. 
To such beneficiaries, there is no doubt 
about the co-op being useful or pro- 
ductive. But the question is still a fair 
one when it is asked on behalf of all 
the people, for all of the time. 

Granted, in other words, it is neces- 
sary to make some concessions to co- 
ops to get them started in socially de- 
sirable fields not profitable enough to 
attract private enterprise (just as it 
was necessary to donate lands for 
right of way to get the railroads 
started) does it follow that co-ops 
should go on indefinitely enjoying these 
advantages even after they begin to 
pay out and return money profits to 
their member owners ? 


E aeeaie the original question, it 
is possible for co-ops to become 
useful, productive parts of an Ameri- 
can system — considered from the 
standpoint of all of the people, all of 
the time. It becomes possible the mo- 
ment the co-op takes up the same social 
responsibilities other citizens and busi- 
ness enterprises must bear — paying 
taxes, submitting to appropriate regu- 
lation, and so forth. 

If, as, and when American co-ops 
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attain this status of social responsibil- 
ity, they will be entitled to respect as 
useful members of our society, earn- 
ing their own way and sharing the 
common burdens of all. There is no 
need for co-ops to forego their primary 
object of substituting community bene- 
fit for profit motive to attain this status. 
Private business, such as the electric 
companies, can cooperate with and live 
side by side with such a system of true 
cooperatives. But private business can 
hardly be expected to get along with 
the sponging varieties of pseudo co-ops 
which turn unjustified advantages of 
government preference into unfair 
competition against the very tax-paying 
system of private enterprise which is 
helping to support them. 

Any other solution to this problem 
of policing our codperative movement 
—a problem which grows more serious 
daily—will eventually flirt with eco- 
nomic chaos. Here’s why: All subsidy 
invites log-rolling and pork-barrel 
policy. As long as one section of the 
country is getting a preference, other 
sections, which may have been against 
the whole thing in principle, will want 
their share. The astute Mr. Dooley once 
repeated an imaginary debate on a 
tariff bill by a Virginia Senator as fol- 
lows: 

I hev alway bin agin’ th’ fallacious prin- 
ciple av prothective tariff. I wuz taught by 
me father before me that it wuz an invintion 
av th’ devil, himself. But, Misther President, 
if ivery other selfish state av this misguided 
and benighted union are going to steal a 
ride on this gravy thrain, then, as the Senator 
from the great commonwealth av Virginia, 


I shall insist an’ demand thet we git our 
share av it. 


| agains it is not difficult to fore- 

see that if we drift steadily into 
a policy of subsidizing one class 
through preferences to co-ops, other 
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classes of taxpayers will want their 
share of the same treatment. The city 
taxpayer will have to “get something”’ 
in return for benefits which are handed 
out to the farmer. With each successive 
subsidy, the strain on productive tax- 
paying enterprise is increased. The end 
of this road is economic stalemate. For 
when everybody is subsidized, nobody 
can possibly profit except the dispenser 
of subsidy—in this case the politician. 

It is rather difficult to understand 
how the American people can go along 
year after year subsidizing huge groups 
of their fellow-Americans who are as 
well or better off than they are. 

Then there is the problem of limit- 
ing the scope of these spurious co-ops. 
Just recently, the Indiana Farm Bu- 
reau Codperative Association, Inc., 
applied for a Texas charter and in its 
formal application limited the proposed 
activities of the co-op to farm harvest- 
ing, marketing, etc. But a letter of 
transmittal sent with the application 
indicated that the co-op also contem- 
plated extending its oil explorations. 
The Texas attorney general ruled that 
farm cooperatives cannot engage in the 
oil business in Texas. It is not at all 
unusual to hear of a cooperative set up 
for one purpose trying to do something 
else. 

This was widely regarded as a set- 
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back to codperatives that wanted to go 
into all lines of business, but there was 
recently a most significant victory for 
cooperatives. In Washington the first 
week in November, the tax court of 
the United States upheld the right of 
cooperative corporations (and of pri- 
vate business corporations as well) to 
deduct from gross income before pay- 
ment of taxes sums returned to patrons, 
when the bylaws of the co-op require 
money saved—better known as savings 
dividends —to be returned to cus- 
tomers, 


_ its basic principle such a ruling is 
not new, since the tax-exempt na- 
ture of savings dividends has been 
well established. But the decision in 
this case is important because the prin- 
ciple of such exemption has been under 
fire. It is superfluous here to point out 
that savings dividends represent real 
net income and should be taxed just as 
any other profits. The point is that the 
government is still being partial to one 
group—cooperative enterprises—over 
another group of our society, 1.¢., pri- 
vately owned and operated enterprises. 
Since this nation was built on private 
enterprise, it seems strange that its 
populace would sit by and either con- 
done or not object to its making possi- 
ble the wrecking of that same enter- 
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“... German industry was coming under the control of the 


state long before World WarI. By 1930, three years before 
Fittler took over, the German Republic owned 53 per cent of 
allindustry in the nation. Hitler, of course, sandwiched him- 
self neatly in between the bureaucracy and the people, both of 
which proved helpless when he consolidated his power. No 
one can point to a certain date and say that it was on that 
date that the German people lost their liberty; they lost it a 


little at a time.” 
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prise which made it great. The only 
answer is that the people do not know, 
for it is certain that if they knew their 
taxes were higher because certain busi- 
nesses calling themselves co-ops wanted 
to make hay they would vote against 
such a thing. 

Those who point to the slow growth 
of the codperative movement in Amer- 
ica and to the amazing growth of pri- 
vate business, as did Herbert Corey in 
a recent issue of the PuBLic UTILITIES 
ForTNIGHTLY, have history on their 
side in predicting that REA co-ops 
and other similar co-ops might eventu- 
ally turn into private enterprises. How- 
ever, not all history is on their side. 
The recent history of Germany and 
Italy proves more or less conclusively 
that complete government control over 
either one industry or all industry does 
not come at one time. It comes slowly ; 
a little bit of private industry is pinched 
away here, another little bit is pinched 
away there. The people one day wake 
up and find all business under state con- 
trol, but they can never point to a cer- 
tain date on which it happened. 


F . qemes as is well known to most 
historians, German _ industry 
was coming under the control of the 
state long before World War I. By 
1930, three years before Hitler took 
over, the German Republic owned 53 
per cent of all industry in the nation. 


Hitler, of course, sandwiched himself 
neatly in between the bureaucracy and 
the people, both of which proved help- 
less when he consolidated his power. 
No one can point to a certain date and 
say that it was on that date that the 
German people lost their liberty; they 
lost it a little at a time. 

It could be the same in America. If 
we ever lose our whole freedom, it will 
not be at one fell swoop. All private in- 
dustry will not be taken over at once. 
But collectivists working in the govern- 
ment take it over a little at a time. That 
is why it is deceptive to compare what 
the cooperatives are doing in the way 
of business, with what private enter- 
prise is doing. Sometimes it even seems 
that many collectivists actually encour- 
age monopoly in industry so that they 
will have a good excuse to point to oc- 
casional misdeeds by these monopolists, 
and thus take over in the name of the 
people. 

To point out the obvious unfairness 
of this to businessmen is like carrying 
coals to Newcastle. It is done here only 
to emphasize that the average man 
must be let in on what unfortunately 
appears to be a secret. When he learns 
that he, the average man, is contribut- 
ing to these benefits for citizens who 
are in a better position to pay their own 
way than he is, then we can reasonably 
expect some “political action” of a kind 
not presently in operation. 





Private Enterprise Plus! 


Pin a western New York state little town, Albert Shelby’s house was 
cold because of fuel oil shortage, so Albert drilled a well in his 


yard for natural gas. 


“Looks as though I’d be in the utility business,” he says. “Instead of 
a couple of thousand feet a day as I’d expected, we have enough for all 


the neighbors.” 


Thus, the venture spirit still carries on in this country. 
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Radio for Transit Companies 


A 2-way system operating in Philadelphia as a war- 
time measure may, in the opinion of the author, be- 
come an advance step for peacetime travel. 


By DREW J. DAVID 


ust as the Philadelphia Depart- 
J ment of Public Safety’s bureau of 

police has its own radio system, so 
has the Philadelphia Transportation 
Company. For Philadelphia is a big 
city—a mere 129.7 square miles of it, 
with no parts unserved. 

Only recently has the Federal Com- 
munications Commission granted the 
PTC a radio channel for dispatching 
during emergency. Thus 2-way radio, 
which is proving itself so important to 
our armed forces, is also helping the 
war on the home front—helping to 
speed transportation of war workers 
throughout the metropolitan area and 
all surrounding districts. Time lost is 
a battle lost, and the company knows it. 
With the coming of peace, the radio 
system will continue, for Philadelphia 
will still be a big city. 

At one of its mid-city barns, the PTC 
has built a Frequency Modulation sta- 
tion and installed in its emergency 
trucks and supervisors’ cars all neces- 
sary equipment for 2-way radio com- 
munication. The main idea behind it 
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all is to quicken contact between street 
supervisors and operations head- 
quarters of the company. 

Riders of streetcars know what can 
happen, and are familiar with a few of 
the many snarls which so often occur. 
They know how seriously they may de- 
velop in the more thickly congested 
areas; and that if not smoothed over 
quickly, how the delay of but one car 
can paralyze traffic. It is the job of the 
street supervisor to manage this trouble 
by calling the repair crews, reschedul- 
ing, and short runs of cars and busses. 


_ of major importance, let us 
say, disrupts traffic of a surface 
route along a major street. Super- 
visors formerly had only telephone and 
l-way radios for communication be- 
tween an emergency dispatcher and 
himself, the street supervisor of a cer- 
tain area. Now, this speedless method 
is passé. The area supervisor proceeds 
to the location immediately, having 
been notified by the emergency dis- 
patcher via 2-way radio. 
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To quote the PTC Traveler, as 
printed in the issue of December 22, 
1944: 

“Now the dispatcher can make in- 
stant contact with the supervisor and 
the latter is able to report back immedi- 
ately to the dispatcher on reaching the 
trouble-spot, if rerouting of vehicles in 
areas is necessary or further difficulties 
arise. By means of 2-way radio, the 
dispatcher can also contact supervisors 
in adjoining sections. This is often re- 
quired because in rerouting, not only 
that line is affected, but also the 
schedules of cars on intersecting or ad- 
joining routes. In the case of a disabled 
automobile or truck on the track, the 
dispatcher or supervisor can, with the 


Signals of sufficient strength to be 
picked up anywhere in the city’s area 
can be sent by the PTC’s new, per- 
manent 400-watt station. A coverage of 
5 miles is assured by the portable trans- 
mitters in the automobiles and trucks. 

Throughout the nation, radio com- 
panies have made Frequency Modula- 
tion familiar to the public. Such re- 
ceivers are so called because of the 
modulation of the transmitted signal 
rather than the strength. When radio 
companies again manufacture radios 
instead of war materials they will pro- 
duce only FM receivers. Some such 
sets are in service even today. 

Electrical and other interferences 
are minimized by FM and also the dis- 





t new installation, request an emergency crimination of noise. Many police de- 

- truck to proceed to the location.” partments and modern military com- 
munications use FM radios. Just as 

n LE Man Winter is another hazard. noise is discriminated in the battle field, 

f He will bow before the 2-way so will it be in the hustle and bustle of 

r. radio. The first to notice possible de- downtown business areas. 

2 lay due to snow drifts is again the This is surely a step forward for the 

d supervisor who quickly contacts the streetcar riders and strap-hangers of 

or dispatcher who then sends a snow- the nation. In the future there will be 

ir fighting crew into action now. less delays due to fires, accidents, 

1e “The dispatcher can both receiveand breakdowns, and other tie-ups to which 

le send messages to any of the radio- track-riding vehicles may be subjected. 

l- equipped vehicles, or he can talk to all Philadelphia is perhaps the first in 

S. simultaneously.” this new field. 

1S 

i Oaken Bucket to Go 

r- Ye old oaken bucket of poetic repute, but insanitary 

4 . and inconvenient in reality, 1s doomed to banishment from 

Britain’s village wells. 

- To be sure that practically every group of houses in country 

id districts gets a piped water supply, the government plans to 

r- spend £15,000,000 in England and Wales and £6,375,000 in 

yd Scotland. The program, which also includes the improvement of 

te sewerage conditions, will be completed in between five and ten 

i years after the end of the war in Europe. 


*® It is estimated that the cost of a piped supply of water to 
‘S- the householder of an average small house for all use for a week 
ts seldom more than the cost of a single glass of beer. 
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Wire and Wireless 
Communication 


— McFarland, Democrat of Ari- 
zona, took the Senate floor on Wash- 
ington’s birthday to outline the forthcom- 
ing program of the Senate Interstate 
Commerce Committee in studying the 
proposed merger of American interna- 
tional communication interests. Senator 
McFarland, who had been named by 
Chairman Wheeler of the Senate Com- 
merce Committee to handle the important 
merger study, promised early action on 
various plans for bringing about satis- 
factory merger legislation. The views of 
various government departments, the 
Army, the Navy, the Federal Communi- 
cations Commission, and the State De- 
partment, will be obtained in a series of 
hearings likely to commence early in 
March. Even the views of the White 
House may be made known to the sub- 
committee through a special message 
voiced by a presidential aide. 

The Arizona Senator, in discussing the 
international communication policy of 
the United States, in his address to the 
Senate on February 22nd, stressed the 
unanimity of opinion that “something 
must be done” to improve the American 
international communication setup. He 
observed that the government depart- 
ments, including the military, had been 
giving increased attention to the proposi- 
tion that eventually there will have to be 
a “single integrated American communi- 
cations company engaged in overseas or 
international traffic.” 

One responsibility of the Senate sub- 
committce referred to by McFarland is 
the job of assessing the “ultimate use” 
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of the vast amount of communications 
equipment and facilities now being used 
by the Army and Navy and which will 
have to be paid for by the American tax- 
payer. He hinted that some of our Allies 
might not be very willing to hand back 
to us such equipment now being used ‘in 
their territorial areas, even though we 
may need it for expanding military 
operations. 


REvIOUS to Senator McFarland’s ad- 

dress two other members of the upper 
chamber had discussed the vast network 
of communications facilities installed by 
the American armed forces throughout 
the world. They were Senator Burton, 
Republican of Ohio, and Senator Tun- 
nell, Democrat of Delaware, members of 
a subcommittee of the Senate War In- 
vestigating Committee, who recently in- 
spected military installations in the Medi- 
terranean area. Senator Burton pointed 
out that the Office of War Information 
operates a radio station in Algiers which 
cost over a million and a quarter dollars 
and that the French government has al- 
ready shown its desire to get control of 
this station—preferably through Lend- 
Lease. Burton said that such communi- 
cation facilities not only in French North 
Africa but in the Middle East might be 
a valuable experimental test for a more 
vigorous United States communications 
policy in the postwar period. 

Senator Tunnell likewise believed that 
the Algierian station presented an oppor- 
tunity to this nation to use it as a valu- 
able radio terminal. It would free Ameri- 





a Ea aa a | 


Pee ee ee ee a ee ae 





Co -_ a we 


= oS eS er Ula 


WIRE AND WIRELESS COMMUNICATION 


can users of international communica- 
tions from the present and prewar 
monopolistic setup of international wire- 
less and cable facilities. 

Senator McFarland expressed some 
concern and added his thought that the 
Army and Navy were also concerned 
over the possibility of the American mili- 
tary communications system being turned 
over to a “third-rate” American interna- 
tional communications organization—its 
strength dissipated among competitive 
commercial companies. He pointed out 
that since Pearl Harbor the Army and 
Navy have labored mightily to bring into 
existence “an empire made up in part of 
the facilities of our commercial com- 
panies, and in greater part by an entirely 
new system—the biggest communications 
system in the world—but run by the 
Army and Navy.” 


* *K *K * 


oe A. Porter, chairman of the Fed- 
eral Communications Commission, 
informed War Mobilization Director 
James F. Byrnes recently that the shut- 
down of the race tracks on January 3rd 
had made available for essential use 19,- 
000 miles of leased wire circuits, with 
700 extensions, previously used for dis- 
semination of racing information. 

Mr. Porter, who is also chairman of 
the Board of War Communications, said 
that large numbers of telephone sets were 
being reclaimed that will assist in allevi- 
ating the shortage of instruments. He 
pointed out that the telephone industry 
has one and one-half million orders for 
service awaiting fulfillment because of 
shortage of either telephone instruments 
or central exchange equipment. 

The manpower involved in the main- 
tenance and use of the leased wires has 
also been made available for essential 
work, Mr. Porter reported. He said that 
at the same time Western Union was tak- 
ing out the racing information networks, 
the telephone industry was taking steps 
to recover the “large number” of tele- 
phones used locally to handle racing in- 
formation and bookmaking. He said this 
would alleviate in the near future the 


backlog of 1,500,000 telephone orders. 
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whe Federal Communications Com- 
mission on February 20th ordered 
an investigation into the “apparent need 
for interstate and foreign telephone long- 
distance service” in the area of Marys- 
ville, Missouri. The proceeding will de- 
termine whether a physical connection 
should be ordered between the facilities 
of the Bell system (Southwestern Bell 
Telephone Company) and the Peoples 
Telephone Exchange, Inc., or the Hana- 
mo Telephone Company. It is understood 
that the Peoples Telephone Exchange 
was formerly a mutual company, which 
was incorporated as a commercial com- 
pany in 1941 and sought a certificate 
from the Missouri Public Service Com- 
mission to operate, which request was 
denied. 

The Hanamo Telephone Company is a 
commercial company interested in pre- 
venting the Peoples Telephone Exchange 
from obtaining the operating certificate. 
The certificate case is now before the 
Missouri state courts. Southwestern Bell 
has indicated its willingness to give a toll 
connection to the Peoples Exchange upon 
its qualifying as an operating utility au- 
thorized to do business in the form of the 
certificate issued by the Missouri Public 
Service Commission. 

a 


XTRA pay for imported employees 

has been curbed. The special tele- 
phone panel of the National War Labor 
Board recently recommended that the 
Ohio Bell Telephone Company should 
end by May 15th its practice of paying 
living expenses of telephone operators 
transferred to Dayton and other “labor- 
tight” Ohio cities. The practice was the 
main cause of the Thanksgiving Day 
strike last year which tied up long-dis- 
tance service in Dayton, Cleveland, 
Washington, and other cities when af- 
filiated membefs of the National Fed- 
eration of Telephone Workers walked 
out in protest. The panel report, which 
was a 2-to-1 decision, said that the addi- 
tional pay for the extra living expenses 
for workers imported to given communi- 
ties “caused unrest, disharmony, ineffi- 
ciency, and work stoppage.” 
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As an alternative the panel suggested 
that where future conditions necessitate 
the transfer of workers from their home 
exchanges to other points, terms should 
be agreed upon in advance between the 
company and the union. It further recom- 
mended that the transfer question be in- 
corporated in the present company-union 
contract. 


* * * * 


REPARATIONS to lobby for authority 

to make rural telephone loans by 
the Rural Electrification Administration 
were disclosed in the recent special 
bulletin sent by the National Rural 
Electric Codperative Association to all 
its members. This bulletin referred to 
pending legislation in Congress which 
would authorize Federal financing for 
rural telephony. It attached a “co-op sur- 
vey questionnaire” which the member 
co-op was asked to fill out and return 
promptly after polling its consumer mem- 
bership if it does not already have the 
information requested. 

This information dealt with (1) the 
number of rural consumers having tele- 
phones ; (2) type of ownership—whether 
Bell, independent, or co-op; (3) grade 
of service; (4) basic monthly charge; 
(5) availability of extension without line 
charge to consumers not having a tele- 
phone; (6) number of consumers desir- 
ing telephone service from their REA 
co-op. 

‘a #4 


Cee aaa requirements of the 
nation continued in 1944 to match 
the forward march of America’s war 
power in the amount of telephone service 
provided by the Bell system. In the third 
full year of the war they have stood at 
new high levels at each quarter of the 
year. This was made public in the annual 
report of the American Telephone and 
Telegraph Company for 1944, released 
February 23rd. Walter S. Gifford, presi- 
dent of AT&T, who signed the report, 
stated : 

All telephones essential to the war were 


installed without delay, although shortages 
of telephone equipment for civilian use pre- 
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sented a severe problem in many localities. 
The reason for this, of course, is that tele- 
phone manufacturing plants and their man- 
power must be devoted almost exclusively to 
production of war equipment for the Army 
and Navy. 

For the same reason, long-distance lines 
and switchboards are insufficient to permit 
handling the increased long-distance traffic 
with peacetime speed, but calls important to 
the war have been put through promptly and 
the average speed of service has been well 
maintained, considering the extreme difficul- 
ties. Telephone men and women who have 
had more business to handle than facilities 
to handle it with have been greatly helped 
at their task by the understanding codpera- 
tion of the public. Likewise, within the tele- 
phone industry, there has been the most help- 
ful codperation between the Bell system and 
the 6,100 independently owned connecting 
telephone companies, which operate more 
than 5,000,000 telephones in all parts of the 
country. 

The Bell system has already welcomed 
back approximately 3,300 employees who 
have completed their military — Fifty- 
eight thousand eight hundred employees are 
now in the armed services. 


Bell system operating revenues for 
1944 were up 7.4 per cent over 1933, but 
operating expenses before taxes had in- 
creased 8.4 per cent; and after taxes op- 
erating income totaled only $224,786,000, 
or $11,450,000 less than in 1943. Net in- 
come of the system applicable to AT&T 
common stock was 8.89 cents per share 
in 1944 as compared with 9.50 in pre- 
vious years. The number of shares out- 
standing in 1944 increased to 19,099,723, 
as compared with 18,719,815 in 1943. 

Basing his observation on these figures, 
Mr. Gifford pointed out that “the Bell 
system has not profited by the war.” Not- 
withstanding the record volume of busi- 
ness, earnings of the Bell system in 1944 
were only 5.5 per cent of total capital in- 
vested (the same rate as in 1942 and 
1943). These are the lowest earnings on 
investment during the history of the sys- 
tem, except during the bottom of the de- 
pression in the early 1930’s. 


R. GIFFORD reported that there were 
21,580,300 telephones in service in 
the system at the end of 1944, an increase 
of 333,700 for the year, including 51,000 
acquired by purchase of the Keystone 
system. He noted a rise in the number 
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of toll and long-distance telephone calls 
to a new peak of 1,400,000 last year, a 
rise of 8.3 per cent over 1943. Calls han- 
dled by the Long Lines Department were 
up 18 per cent from 1943 to a total al- 
most as large as the combined volume of 
the years 1938 to 1940. Despite the in- 
crease in volume, the time required to 
complete long-distance calls was reduced 
from an average of 3.7 minutes to 3.2 
minutes last year. 

Mr. Gifford stated that possible sale 
by American Telephone of its telegraph 
business to Western Union Telegraph 
Company still was under consideration. 
Telegraph revenues comprise about 2 
per cent of the Bell system’s gross, he 
stated. 

The importance of the industry’s oper- 
ations to the war was stressed by Mr. 
Gifford’s statement that “this is a tele- 
phone-run war from factory to foxhole, 
and as the struggle has increased in scale 
and intensity, the need for the vital serv- 
ices performed by the Bell system has in- 
creased accordingly.” 

Construction of Bell system telephone 
plant in 1944, as in previous war years, 
was limited to necessary projects under 
controls and restrictions established by 
the War Production Board. Total 
expenditures for new _ construction 
amounted to $170,000,000 in 1944. After 
the war the Bell system expects to have 
a record construction program for sev- 
eral years, and is now making preliminary 
plans for the same. Mr. Gifford said the 
system expects to play an active role in 
bringing television to the American pub- 
lic by providing network facilities over 
which television programs can be trans- 
mitted throughout the entire country. 

** +? 


RAL arguments on the proposed al- 

location of radio frequencies by the 
Federal Communications Commission 
were scheduled to commence February 
28th. Briefs filed by the American Tele- 
phone and Telegraph Company, the 
United States Independent Telephone 
Association, and five independent tele- 
phone companies of the Gary group, 
asked the FCC to revise its tentative al- 
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locations so as to allow sharing on fixed 
public service circuits of radio frequen- 
cies for use only by other so-called “‘com- 
mon carrier” (commercial communica- 
tion companies) services. This was tan- 
tamount to seeking the allocation of cer- 
tain frequencies for the exclusive use of 
the telephone industry. 

The tentative FCC allocations already 
announced would require telephone com- 
panies to share such frequencies with var- 
ious other noncarrier services. The brief 
of the AT&T was filed by its general at- 
torney, T. Brook Price, in association 
with Edmund S. Hawley. The USITA 
brief was filed by its executive vice presi- 
dent, Clyde S. Bailey. The Washington 
and San Francisco law firm of Wheat & 
May submitted the Gary briefs. 

The Frequency Modulation Broadcast- 
ers, Inc., on February 21st declared high- 
er frequencies which the FCC has pro- 
posed for FM broadcasting would cost 
the public millions of dollars, paralyze 
a new industry for two years after the 
war, and discriminate against it in the 
highly competitive postwar radio market. 
In a brief filed with the FCC, the group 
charged that the commission had rejected 
the opinions of qualified industry experts 
and “gave undue weight” to its own wit- 
nesses. The brief asked for a reconsider- 
ation of the proposal, which was made 
public January 16th. 

Under the proposal the FCC would 
raise the FM frequency range from 42- 
50 megacycles to 84-102 megacycles. The 
FCC said that it was trying to raise FM 
above sky-wave interference. 


The FM group said that the industry, 
despite wartime handicaps, had in the 
last five years developed resources and 
facilities to meet an expected demand for 
an estimated 5,000,000 FM radio sets in 
the first year after the war. However, 
a change in the frequency range would 
“paralyze” these facilities, since present 
transmitters and sets would have to be 


‘redesigned and tested, they said. 


“The change would cause a paralyzing 
delay during the postwar years when FM 
could move forward with great rapidity,” 
the brief said. 
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Taxing Public Power Agencies 


SS Carlson of Kansas re- 
cently introduced in the House a bill 
designed to eliminate some of the tax ad- 
vantages that publicly owned utilities 
have over private utilities. Mr. Carlson 
referred to the “tax evasion racket” re- 
sulting from increased purchase of priv- 
ate utilities by municipalities and other 
public agencies. The rapid growth in 
public power generation is indicated by 
the accompanying table (millions of kilo- 
watt hours) : 


Privately Total 

Owned Local# Federal Public 

1930 89,648 4,538 465 5,003 
1931 85,975 4,257 497 4,754 
1932 77,472 4,460 445 4,905 
1933 79,664 4,614 459 5,072 
1934 85,627 4,822 357 5,179 
1935 92,506 5,403 555 5,958 
1936 105,159 5,950 1,072 7,023 
1937 113,388 6,606 1,843 8,449 
1938 106,959 6,693 3,029 9,722 
1939 117,772 7,088 5,476 12,564 
1940 127,642 8,758 8,584 17,342 
1941 145,956 11,420 10,794 22,214 
1942 159,549 12,739 16,893 29,633 
1943 181,825 14,661 24484 39,145 
1944* 186,996 15,170 28,746 43,916 





# Includes codperatives, power districts, 
state projects. 
* Estimated. 


In 1922 municipal electric utilities gen- 
erated about 34 per cent of all electricity, 
and governmental power projects only 
about three-tenths of 1 per cent. In 1930, 
as indicated in the table, all public agen- 
cies had grown to nearly 6 per cent of the 


total, and under the Roosevelt adminis-’ 


tration the proportion has increased to 
nearly one-fifth of the total. 

Taxes paid by the privately owned 
electric utilities (class A and B) amount- 
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By OWEN ELY 


ed to nearly $700,000,000 in 1944. If 
public power agencies were placed on the 
same tax-paying basis (in relation to 
output) they would have paid about 
$165,000,000 in local and Federal taxes. 
This fact is often lost sight of in reciting 
the benefits of public power projects. 
Moreover, the fact that such projects 
have usually been financed on an over-all 
interest cost of about 24-3 per cent, as 
compared with about 5-6 per cent 
over-all cost for private utilities, is sel- 
dom stressed. 

Government agencies such as the SEC 
are anxious to keep private utilities on a 
conservative financial setup, with prefer- 
ably only half the investment represented 
by bonds. Utilities with sound records 
could probably be bonded up to 70 or 80 
per cent of plant if they desired to take 
advantage of present market conditions 
to replace preferred stocks with deben- 
ture bonds (which would, incidentally, 
reduce their Federal taxes). Such a 
policy would not be favored by the gov- 
ernment despite the use of 100 per cent 
bond financing for public projects, 
through use of Treasury funds or issu- 
ance of municipal or public authority 
bonds. 


ECRETARY Ickes in his recent annual 
S report recommended a policy of ex- 
pansion for his department’s power ac- 
tivities, which already include nearly one- 
half of industrial power production in the 
Pacific coast states. “If we could lump 
together as ‘power’ the final results of 
such developments (multipurpose dams 
and improved technological processes), 
then the Department of Interior would 
be the steward of an accumulation of 
power which is probably the greatest 
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that was ever administered under one 
jurisdiction.” 

The difficulty with public power proj- 
ects is that the political motive supersedes 
the limited-profit motive. Stress is laid 
upon the “social service” benefits which 
might accrue on a large scale to certain 
territories such as the Tennessee valley, 
the Columbia river valley, the Missouri 
river valley, etc. It is proposed to spend 
some $700,000,000 new money for REA 
projects, putting in charge the former 
deputy director of the WPA. The danger 
is that these huge projects are usually 
planned and built without reference to 
the economic needs for power in the 
neighboring area. It is true that the 
power resources of TVA, Bonneville, 
etc., have proved useful during the war 
for production of aluminum and other 
“heavy duty” war materials. But this 
does not mean that the projects are eco- 
nomically justified on a peacetime basis. 
Engineers have shown that steam genera- 
tion of electricity is now relatively 
cheaper and more dependable than hydro 
production. Instead of building huge 
new hydro developments far away from 
the market for power, wouldn’t it be a 
saner policy to encourage private utili- 
ties to increase their power facilities in 
the areas where there is a potential mar- 
ket? Presumably such a policy would, 
however, have little political appeal to the 
present Washington régime. 


¥ 
New England Gas & Electric 


Association 


(Series of holding company analyses.) 


N*™ ENGLAND Gas & Ecectric As- 
SOCIATION is the smallest of the 
three “New England” holding com- 
panies, consolidated system revenues 
amounting to about $19,000,000 com- 
pared with $74,000,000 for New Eng- 
land Power Association and $31,000,000 
for the utility subsidiaries of New Eng- 
land Public Service Company. The com- 
pany controls through full equity owner- 
ship a number of electric and gas com- 
panies, most of them in Massachusetts 


(excepting New Hampshire Gas & 
Electric Company and five others). The 
more important subsidiaries are as fol- 
lows: 

1943 

1943 Gas 

Sales of Sales 

Electricity (Mill. 

(Mill. Cubic 

Kwh.) Feet) 


New Bedford Gas & 

Blee. Bight ec acaaeis 302 1,080 
Cambridge Elec. Light 152 wae 
New Hampshire Gas 

Cree oracunane es 58 
Cape & Vineyard Elec. 29 
Plymouth County Elec. 23 
Derry Electric ....<.. 9 


Cambridge Gas Light... .. 1,477 
Dedham & Hyde Park 

GSE. Le escesses 3 249 
Worcester Gas Light..  .. 2,459 
Other companies ..... 10 184 


New England Gas & Electric’s prin- 
cipal income is from dividends on com- 
mon stocks, although small amounts are 
received in preferred dividends and in- 
terest. The subsidiaries are conserva- 
tively capitalized, with only $9,350,000 
funded debt, but the parent company has 
a top-heavy debt structure—five issues of 
debentures totaling $35,854,300. One of 
the larger bond issues comes due Sep- 
tember 1, 1947, and others are due in 
1948-50. 

In September, 1941, the SEC advised 
the Association that it might require it to 
change existing capitalization to one class 
of common stock and one class of long- 
term debt. Such debt would be limited 
to an amount which, added to the con- 
solidated debt of subsidiaries, would not 
exceed 50 per cent of the consolidated 
net fixed capital of the subsidiaries. 
About a year later, the commission also 
started “death sentence” proceedings on 
the ground that the system constituted 
more than a single integrated system. 


Proceedings before the SEC have 
been delayed because of litigation be- 
tween the Association and the trustees of 
Associated Gas & Electric Corporation. 
The latter system or its affiliates own all 
the common and second preferred stocks, 
but these have no voting rights and New 
England is currently operated by four 
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trustees. The suits filed by Associated in- 
volve about $23,000,000. The claims 
were investigated by the SEC and the 
matter taken under advisement April 25, 
1944, The commission has no power to 
give a money judgment, it is understood, 
but is limited to determining the ranking 
of various claims. The local courts will 
apparently await the decision of the SEC 
before acting. 


HE consolidated balance sheet of 

New England Gas & Electric shows 
net plant account of about $76,000,000 
but this includes some $33,000,000 book 
value for investments in subsidiaries’ 
stocks in excess of the net assets at dates 
of acquisition. The original construction 
cost of subsidiaries has apparently not 
been determined, but the net book value 
is only about $43,000,000. Assuming 
that the original suggestion of the SEC 
should be adopted, the parent company 
debt would apparently have to be reduced 
more than one-half to about $17,000,000 
to conform to the 50 per cent debt for- 
mula. Since geographical integration is 
also necessary, the logical solution would 
appear to be to dispose of outlying com- 
panies and retire a portion of the parent 
company debt. 

Despite the parent company’s over- 
capitalization, the flow of earnings from 
the subsidiaries is ample to support the 
debt. Interest charges have been earned 
with a fair margin for some years, and 


on a system basis over-all charges were 
earned 1.42 times in 1943. The 95,847 
shares of $5.50 first preferred are also 
“respectable” so far as current earnings 
are concerned, $11.61 per share having 
been reported on a consolidated basis in 
the twelve months ended September 30, 
1944, and $5.58 on a parent company 
basis. The bonds are currently selling 
around 93 and the preferred stock around 
48. The first preferred has paid no divi- 
dends since 1940 and arrears now amount 
to $43 a share. 

Presumably, a recapitalization plan 
will be forthcoming in the next year or 
so. Judging from recent events, the SEC 
is no longer insistent on a 50 per cent 
debt ratio, at least for operating com- 
panies. Tide Water Power, for example, 
was recently permitted to recapitalize 
with a very high-debt ratio (in relation 
to written-down plant account). If New 
England Gas & Electric takes care of its 
other problems under the Utility Act, ef- 
fects some reduction in its funded debt, 
and substitutes a new common stock for 
the present three issues, SEC approval 
might be obtainable, it is conjectured. 


¥ 


The Communications Stocks 


, } ‘ITE communications stocks, dur- 
ing the six months since our last 
review of the group, have shown com- 
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COMMUNICATIONS COMPANY STOCKS 


Approx. Price- 
Where Price 1944-5 Div. Yield Share Earn. 
Traded About Range Rate About Earn. Ratio 
American Tel. & Tel. ....... S 163 167-156 $9.00 5.5% $8.76 18.6 
New England Tel. ........ G 114 114-104 5.75 5) 6.30 19.8 
So. New England Tel. .... C 130** §=131-121 6.00 4.6 6.29 20.8 
Mountain States Tel. & Tel. c 131 136-127 6.00 4.6 6.95 18.8 
Paeme Teli Tel. ois S 128 128-118 6.25 4.5 6.58 19.8 
General Telephone Co. ..... > 28 28-22 1.60 LY 4 2.20 12.7 
International Tel. & Tel. .... S 24 26-12 iste ye 1.10E* 21.8 
American Cable & Radio .. S 13 14-8 aoe ae S0OE* 16.3 
Western Union Tel. Co. A .. S 46 53-41 2.00 4.4 5.60E 8.2 
Western Union Tel. Co. B .. S 27 31-23 ees = 3.50 yO 
* Consolidated earnings. 
** Bid price. 
E—Estimated. 
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paratively little average change. Amer- 
ican Telephone had a sinking spell a few 
weeks ago, but later recovered; among 
the subsidiary minority stocks (which 
have rather thin markets) New England 
has advanced 6 points and Pacific 8 
points, while Mountain States is down 3 
and Southern New England is un- 
changed. General Telephone has ad- 
vanced 3 points, reducing the yield sub- 
stantially. International Telephone & 
Telegraph, a speculative favorite among 
the leverage “peace” stocks, has gained 
6 points or one-third, but its affiliate, 
American Cable & Radio, shows no net 
change. 

In the earnings column, American 
Telephone’s consolidated earnings are 
down about 8 per cent from the previous 
year, though the subsidiary companies 
show moderate improvement in net. The 
poor showing of the parent company, due 
largely to an increase in Federal excess 
profits taxes of nearly $9,000,000, seems 
to account for the difference in these re- 
sults. While the parent company’s earn- 
ings for the calendar year 1944 ($8.42) 
were substantially below the $9 dividend, 
there seems no reason to expect a cut in 
the rate; the system has net working 
capital of over $7 a share and cash assets 
amount to over $23 a share. Deprecia- 
tion and maintenance charges in 1944 
totaled over 28 per cent of gross, or only 
slightly less than in the previous year. 


x 
Columbia Gas Plan Gets 


Parent's Criticism 

OUNSEL for United Corporation, 
Richard Joyce Smith, told the SEC 
at a hearing on the reorganization of 
United’s subsidiary, Columbia Gas & 
Electric Corporation, that United dis- 
agrees with Columbia’s proposal to re- 
capitalize on a single-stock basis before 
eliminating Columbia’s debentures and 
disposing of the common stock in Day- 
ton Power & Light Company and Cin- 

cinnati Gas & Electric Company. 
United, according to Mr. Joyce, sees 
no advantage to the corporation, nor to 
any class of its security holders, for com- 
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pelling the holders of Columbia’s 5 and 
6 per cent preference stocks, upon which 
not a single dividend is in arrears, and 
for which more than adequate earnings 
are indicated during the foreseeable fu- 
ture, to give up that security for an allo- 
cated amount of common stock. 

The corporation believes instead that a 
plan for compliance with § 11 of the 
Holding Company Act can be evolved 
which will strengthen the position of the 
preferred stocks with benefit also to the 
holders of the junior securities. 

Under Columbia’s plan, filed with the 
commission December 21, 1944, the ex- 
isting preferred, preference, and com- 
mon stocks would be reclassified. 


¥ 


Unbroken Utility Common 
Stock Dividend Records 


HE Exchange (magazine of the 

New York Stock Exchange) re- 
cently listed common stocks on the Ex- 
change with unbroken cash dividend rec- 
ords ranging from 1848 to 1927. Con- 
sidering the relatively small proportion 
of utility stocks to total listings, they 
make an excellent showing: 


Year 

Begun 

Washineton’ Gas Wicht ..cc.cc.s ce. 1866 
Gold & Stock Telegraph ............ 1875 
Aomerican Melow Vel. 5 ices ccweecs 1881 
Northwestern Telegraph ........... 1882 
Consol. Edison Gf IN. Yi. ...600.csc0cc 1885 
United Gas Improvement ........... 1885 
PLACKENSACK WAKER <)<<6.c-0:0/coetne sissies 1886 
Commonwealth Edison ............. 1890 
Phoadelphia: lec, Co. ss...<ci006 0:2 1902 
Pub; Seev. COep.iOk No Ie sees es we oe 1907 
Southern Cal. Bdison: ......6s06.c ewes 1907 
GEROM ME CISON «caress diekcsisnciesecilees 1909 
PACH CMMIG RINE 6.ci06e claisie 6 orereeig so: 1909 
NAAND. OWES Soecaeca'ssnweneron 1917 
Pacific Gas & Electric ....0....ese0 1919 
Houston Lighting & Power ......... 1922 
Louis. Gas & Electric (Del.) ........ 1925 
Racine Hel Gelels «cseccceciescaneesls 1925 
Wrest Penn Blectric (A 2 siss-sscieten 1926 


An examination of the Curb list would 
also disclose long records, among which 
are National Fuel Gas (1909), Pennsyl- 
vania Water & Power (1914), Duke 
Power (1926), and Lone Star Gas 
(1926). 
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INTERIM EARNINGS REPORTS 





D—Deficit or decrease. E—Estimated. 


End of 12-month Period 3-month Period 
Period Last Prev. Inc.% Last Prev. Inc. % 
Electric-gas Holding Companies 
American Gas & Elec. Consol. ........ Dec. $2.32 2.23 4% 
American Power & Lt. (pfd.) Consol. Nov. 7.75 8.94 D1i3 are ae 
American Water Works Consol. ...... Sept. 54 59 D8 12 ll 9 
Parent Co. Sept. aS 16 Di19 04 05 D20 
Columbia G, & E. Consol. .......600600- Dec. 59 63 6 a a2 are 
Com. & Southern (pfd.) Consol. ...... Nov. 8.01 8.58 D7 ee as 
Elec. Bond & Share (pfd.) Parent Co. Sept. 4.51 4.46 1 1.04 1.04 
Elec. Pr. & Lt. (1st pfd.) Consol. .... Oct. 951 10.78 Dil eA e 
Eng. Pub. Service Consol. ............ Nov. 2.41 1.67 44 ws 
Parent Co. Oct. 66 56 18 * fe ae 
Federal Lt. & Trac. ‘Consol. ....0..0< Sept. 1.55 1.78 D113 aa 40 D1gs 
Middle West Corp. Consol. .......... Sept. .94(b) .98(b) D4 ao 40 Di3 
Nat. Pei LE Comal cc cscs cowie Nov. 74 .80 D7 a3 - - 
Niagara Hudson Pr. (pfd.) Consol. ... Sept. 1340 15.82 D15 3.15 3.52 D10 
North American Co. Consol. .......... Sept. 1.83 1.75 5 40 43 D7 
Parent Co. Sept. 1.47 1.20 22 ae a ae 
Public Ser. Corp. of N. J. Consol. .... Dec. 1.06 1.10 D4 ne Re ais 
Std. Gas & Elec. (pr. pfd.) Consol. ... Sept. 12.33 12.74 D3 36 72 DS50 
United Gas Improvement Parent Co. .. Dec. B.S as a ne Rm 
Consol. Sept. 57 “ae : 14 
United’ Lt, & Rys: Consol. occ... 26000 Sept. 1.45 1.69 D15 rs 
Electric-gas Operating Gompanies 
BOStOt POISE os )osct ceceewadbeeees Sept. 2.13 2.24 D5 37 35 6 
Central Hlinois FE. SG. oon. cccccecces Sept. 1.84 ache ate me - a 
Central Vermott P. Se cc ccscccccccccies Nov.(c) 1.42 wee ~ ~ - aa 
Commonwealth Edison Consol. ....... Sept. 1.79 1.73 ~ Al 40 2 
Gonnt ht  POwer occ ocsccncncscces Nov. 2.67 2.60 3 4 a wa 
Cons. Edison N. ¥.. Consol. «0.56 cs00 Sept. 1.84 1.91 D4 DO 07 ae 
Parent Co. Sept. 1.64 194 D15 A 10 30 
Cons: Gas of Balto: Consol, ..<...000 Nov. 3.87 3.80 2 a wa aa 
Delaware Power & Light Consol. .... Oct. 1.10 ews is wa 
Detroit Edison COnsals .ccccccceccces Dec. 1.03* 138 D25* as 
Houston Lighting & Power .......... Nov 4.94 5.60 D112 ae 
EGANO (POMEL facie cs ccecacciieseenccnces Dec. 2.39 1.82 31 ¥, re és 
Indianapolis P. & L. Consol, .......... Sept 1.98 1.94 2 34 33 3 
Pacific Gas & Elec. Consol. «voces Dec. 2.18 2.23 D2 os oat a 
Philadelohia Blecttic ....<.0cscceces se Sept 1.43 1.46 D2 ne 
Public Service of Indiana ............ Nov. 1.90 1.98 D4 oe 
San: Diewo Gas & Blec. sc sesccctcncsec Nov 83 1.00 D17 oe - aa 
Southern California Edison Consol. ... Sept 1.51 1.54 D2 55 50 10 
Gas Companies 
Amer. Lt. & Trac, Console ...ccccscece Sept 1.22 re “a = ap a 
Brooklyn Union Gas. ....ccccsceecece Sept 2.38 2.23 Z 34 30 13 
Consolidated Natural Gas ............ Sept 3.00 mad - .14 33 D57 
El Paso Natural Gas Consol. ......... Nov 3.53 3.56 D1 4 - ais 
Rone Star Gas COnsOl. cic ccvecevevcins Dec .90 77 17 D18 D.16 
Oklahoma: Natural Gade 2.4 ccccesccses Dec 3.26 35 D2 eg oe 
Pacthe Lighting Consol. .....00+0sss0se. Dec. 3.31 3.21 3 nS ae ee 
Peoples Gas Lt. & Coke Consol. ...... Sept 4.56 6.31 D28 68 8 D30 
Southern Natural Gas Consol. ........ Sept 1.86 1.86 a fe ee 
United Gas Corp: Consol. ...0.. 60060 Nov 74a) ... ae 
‘Washinatom Gas Hight ..<<0ss<ceces Nov 198 236 D16 


(a) Estimated pro forma earnings on new common 


stock (before sinking fund). (b) Nine months ended September 30th. (c) Eleven months ended 
November 30th. *Decrease due to special taxes. 
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The Coming Age of Conversation 


a upon the “challenges, op- their toes by nibbling at the slower 
portunities, and problems of tele- fringes of communications traffic, com- 
phone and other communications busi- munication service itself must be pre- 
ness” in a recent issue of Telephone pared to step into new roles of greater 
Engineer, Charles F. Mason, president demand—better, wider, and more di- 





of the Associated Telephone Company, 
Ltd., observed that “with the stepping 
up of air transportation, both in volume 
and speed, the postwar world is going 
to create a new tempo of life, requiring 
new and different standards of communi- 
cating speech.” The influence, he thinks, 
of the advent of the robot bomb may be 
notable upon speed in transportation. In 
the art of communication, too, swift 
progress is being made. Such innovations 
as radar, walkie-talkie, ultra short radio 
relay, and television, will mean much i'n 
the latter field. The accent here, however, 
is rather on diversity than speed. 

Commenting upon the outlook for the 
Coming Age of Conversation, the writer 
said: 


. With more people traveling oftener 
and faster and farther, it only stands to rea- 
son that they are going to require more, 
and better, telephone service, local and toll. 
The rise of passenger travel has always 
gone hand in hand with the rise of toll traffic, 
as we well know from our telephone experi- 
ence. There is no reason to expect that it 
will be any different in the future. ... 

For many centuries, transportation and 
communication were virtually identical. ... 
Since the abrupt segregation of the functions 
of communication from transportation, the 
two services have tended to become more and 
more complementary rather than competi- 
tive. More physical travel meant more de- 
mand for communication. 


This is “important to bear in mind,” 
because, as he visualizes the outlook, 
“whereas future, dazzlingly swift, 
streamlined transportation of messages, 
parcels, and so forth may act as a spur 
to keep the communications services on 


versified service for the world of to- 


morrow.” 


. to “translate these abstract 


ideas” into practical telephone talk, 
he sets down “six salient points” pertain- 
ing to the demands of the postwar Ameri- 
can world: 


1. The telephone business must go ahead 
on the assumption of more and more traffic, 
both local and long distance. . . . there is 
hardly a telephone company in the United 
States today that couldn’t use more plant 
and improve or replace some existing plant. 
This is especially true since the enforced 
maintenance and construction holiday result- 
ing from war restrictions. This means that in 
the Coming Age of Conversation there will 
be literally hundreds of thousands of dol- 
lars of telephone business lying around all 
over our great country wee waiting for us 
to build and plan for it. . 

2. Small independent cousbiiniies might well 
look to the strengthening of organization. 
During the war experience a good many 
companies have found that they could “get 
by” with a surprisingly smaller amount et 
personnel and plant organization. 5 In the 
process there has arisen a dangerous attitude 
on the part of some managements. There is 
the temptation to feel that these war-born 
and depression-born expediencies can be car- 
ried forward in whole or in part into normal 
operation. .. . I am very much afraid that 
any management which thinks it can get 
away with-that type of “make do” organiza- 
tion in postwar years is in for plenty of 
grief 

3. Good service is preferable to bargain 
rates. There have been times recently—per- 
haps under pressure of political criticism— 
when companies have been inclined to doubt 
this truism of the telephone business. In my 
opinion many regulatory bodies who have 
been obsessed with a “rate complex” are 
awakening to the fact that their responsibility 
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to the public and the index of their perma- 
nence and value to America’s social system 
are not always prefaced with a dollar sign 
but are bearing in mind the even greater 
importance of a high grade of service. 
Even the most superficial check-up or sub- 
scriber poll will promptly remove any doubt 
that the average subscriber is willing to pay 
for better service if he understands—through 
appropriate educational methods which an 
alert telephone company will surely apply 
—that he is getting it and is convinced, on 
the merits of the service he is getting. On 
the other hand, no subscriber group will be 
long satisfied with ‘ ‘bargain service.” .. 
The American public has been educated to 
de luxe taste by the high standard of service 
already attained by the telephone industry. 
Anything less, in the postwar period with its 
expected increase in service demand, will 
surely bring on its own penalty. The ma- 
jority of telephone subscribers would actual- 
ly pay more than they are paying for service 


hearings before the Federal Communica- 
tions Commission regarding the radio spec- 
trum were really an eye opener with respect 
to possibilities in the field of radiotelephony. 
The automobile telephone, train, plane, and 
ship-to-shore telephone, long- and short-haul 
toll via radio relay, are all in the picture. We 
must face the fact that some industry is go- 
ing to go into these various phases of com- 
munications business... . It is definitely the 
responsibility of the industry, through its 
state and national associations and indiv idual 
company efforts, to... work them [their 
claims] in these new fields of service. 
. Certainly if the telephone industry 
goes ahead, as it lawfully may, and estab- 
lishes a going concern operation in these 
fields and can arouse a public acceptance 
and reliance on its service, the public will 
protect it from any subsequent attempt to 
displace it. The telephone industry is per- 
haps in a better position to branch out along 
these lines than many would-be rivals. 


t 
| now—if they could be convinced that they 6. Broad vision and varied methods may 
3 would get the Pipe —— of the difference. be needed to improve existing service stand- 
r +. it wi ae erred obligation of the oper- ards in the immediate postwar years. Many 
- ating telep — industry in these times to company managers are looking forward to 
ee das ag he ogy ae the time when they can break traffic bottle- 
Conv hosel Ii a pees peng Ae necks by expanding facilities and lessen pub- 
d Ett ae ll 3 of WS lic annoyance over busy signals and so forth. 
: a } ue particul ioati on ae ht bs igh But physical expansion may not be the en- 
s - ea be he ak ae har _ ag he tire answer, although it is doubtless most 
d ae € rates are too low the important. . . I must confess that I do not 
it utility management should not hesitate to know any single answer or set of answers 
t. lhe lg is agli — Pa nd to supplement physical plant expansion. But 
d nage Ree pes F teliiee & tate alton I have often speculated as to whether there 
t- Bis : eee : i 
“fl This puts the responsibility, in part at least, i & chance for: tactiol eameation sh tine 
il up to the commission. And the average com- 
\- mission will see the point and go along if 
1! the company’s educational work is up to par. 


I OOKING at the question of employee 
relations, listed under number 4 of 
Mr. 


1S 4. Good employee relations can be the key 


to the protection of private enterprise in the his salient points, Mason makes 


Il telephone business. I have been surprised these further thoughtful and’constructive 
n. somewhat by the failure of both manage- b ed : ai 
ry ment and labor in the utility business to © servations: 
et realize that it is to their best interest to go Free labor and free enterprise must go 
of down the road together rather than sepa- hand in hand since one cannot long exist 
1€ rately in opposing public ownership. Recently without the other. Where is labor free today 
le the telephone industry witnessed the first except in nations which permit private enter- 
is overt move in the direction of public owner- prise? 
rn ship in the telephone field with the introduc- Only i America and similarly capitalistic 
re tion of a bill in Congress which would au- countries and—this is most important—only 
al thorize the making of Federal loans to mu- in private enterprise even in America does 
at nicipalities and to other public agencies and the right to strike exist. Surely enlightened 
et semipublic agencies (such as cooperatives) labor leaders should realize that with the 
a- to go into the telephone business for the coming of public ownership in the utility 
of Promotion of rural service. Historic ex- business, or any other business, the right to 
amples are so glaring and recent that it is strike or to bargain collectively becomes 
in hard to see how anybody could be confused dominated by government control and prob- 
r- very long on this issue. ably destroyed eventually. You cannot strike 
— 5. The telephone industry must aggressive- if you work for the government. 
ibt ly protect tts economic position by capitaliz- On the side of management it is necessary 
ny ing all Aaa oneeerg for greater service. In to meet labor half way in those concessions 
ve the Coming Age of Conversation there will which are economically feasible so that labor 
ire me many new media. The recent allocation may know that management is doing the 
ity 
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best that it can and that its own interest is 
correspondingly protected. 

Likewise, management must resist any 
temptation to flirt with those who would col- 
laborate with socialistic forces aimed at 
liquidating private enterprise. When private 
management and organized labor are united 
in good relations and have confidence in 
each other, the forces of socialization will 
not and cannot prevail. When they are dis- 
united, however, and there are those who, 
following the old line of “divide and con- 
quer,” bend every effort towards such dis- 
union, management and labor can become 
easy conquests of the same totalitarian trend 
which has characterized the tragic history 
of recent years in Europe and elsewhere. 


Management should not hesitate to enlist 
the aid and codperation of organized labor 
on this point, and labor is within its rights 
in calling upon management to make good 
on its responsibility to protect private enter- 
prise with a firm foundation of good em- 
ployee relations. 


These comments present vividly cer- 
tain basic truths in the matter of manage- 
ment-labor relations, and the suggestions 
made warrant the attention of both man- 
agement and employees in all types of 


utilities, 
—R.S.C. 





REA Outlines Ambitious Postwar Program 


PRELIMINARY report on “Rural 
Electrification after the War,” 
submitted by the REA Postwar Planning 
Committee for Department of Agricul- 
ture consideration, discloses interesting 
and instructive studies regarding the 
program for “the national job still to be 
done” in this field, as visualized by REA 
planners. 

The program as outlined is an ambi- 
tious one and, if carried out, will be far- 
reaching in its effect. While the plans ap- 
pear comprehensive, a study of the re- 
port reveals a certain manner of setting 
them forth, which tends to distort some- 
what some of the aspects in the over-all 
picture of rural electrification. 

This report is divided into six parts, 
as follows: (1) progress and present 
status, (2) objectives of a postwar pro- 
gram, (3) reasons for an accelerated 
program, (4) other factors affecting the 
program, (5) scope of the program, and 
(6) how the job can be done. 

Accompanying each of these sections 
are graphic tables which illustrate vivid- 
ly portions of the text to which they ap- 
ply. They serve to point up, and em- 
phasize, the statements as to the program 
REA is advocating for extension of rural 
electric service. 

The report starts off, in Part I— 
“Progress and Present Status of Rural 
Electrification” —by stating: 


Farm electrification advanced very slowly 
during the 53-year period from 1882, when 
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the first central generating system went into 
service, to 1935, when the Rural Electrifica- 
tion Administration (REA) was created. A 
few farmers were connected to central sta- 
tion power prior to World War I, and the 
early twenties saw a short-lived spurt in 
which progress made in electrical engineer- 
ing was reflected by a small increase in the 
number of farms served. . only 10.9 per 
cent of all U. S. farms had received central 
station electric service by 1935. Farmers and 
farm organizations, chafing at the slow rate 
of progress, increased their demands for 
government action. One result was the es- 
tablishment of REA with an action program 
primarily to make service available to these 
farm people who were without electric serv- 
ice, and to related agricultural community 
action. 

The U. S. Census of 1940 reported 6,- 
097,000 farms in the United States, of which 
1,853,000 were receiving central station elec- 
tricity. Since the census enumeration it is 
estimated that 704,000 farms have been elec- 
trified, raising the total number to 2,557,000 
as of January 1, 1944.... 

According to the 1940 census there were 
15,709,000 rural dwellings. Of this number, 
7,642,000 were classified as farm, and 8,057,- 
000 as nonfarm dwelling units . .. a total of 
2,351,000 rural farm dwellings and 6,185,089 
rural nonfarm dwellings were reported to 
have electric service in 1940. 

The difference in the census figures as 
between farms and rural farm dwellings is 
explained by the definition of rural dwelling 
used in the census classifications: “ ... the 
living quarters occupied by, or intended for 
occupancy by, one household. . . . Rural 
nonfarm units are those located outside the 
boundaries of urban places, but not on farms. 

Rural farm units are those located on 
farms outside urban places. ... ” Since 
there are sometimes several dwelling units 
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on one farm, the number of farm dwellings 
is greater than the number of farms. 

. . . 829,000 farms and rural homes have 
been connected to central station power lines 
since the 1940 census was taken. This leaves 
a total of 6,344,000 rural farm and rural non- 
farm dwelling units without electric service. 
About one million of these appear to be with- 
in the service area of existing urban power 
systems. ... To bring electricity to them is a 
challenging job. 


Bes comment is made that REA was 
created by executive order of the 
President in 1935, and that the Rural 
Electrification Act of 1936 empowered 
REA to make self-liquidating loans to 
qualified organizations, with preference 
to nonprofit and codperative organiza- 
tions, for the construction of power fa- 
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cilities to persons in rural areas without 
central station service, and for financing 
the purchase of electric facilities and 
equipment by rural consumers. It was 
said: 

Up to June 30, 1944, REA had approved 
loans to 887 borrowers totaling $498,811,446, 
of which $387,630,670 had been advanced; 
815 borrowers had 398,000 miles of power 
lines in service on that date, bringing elec- 
tricity to 1,152,031 consumers, of which 
889,051 were farmers. 


As an indication of what the report 
terms the “stimulating effect of this dy- 
namic Federal program,” it is noted that 
“between 1935 and 1944, the number of 
farms electrified increased from 740,000 
to 2,557,000” and, while no figures are 
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available, the “indications are that non- 
farm rural service kept pace.” Thus, it 
may be seen that the increase of 1,817,- 
000 farms which were electrified in the 
10-year period, since REA started, was 
about equally divided between those 
financed by REA and those served by 
private electric utilities. 

In Part II, dealing with “objectives,” 
the principle is laid down that 

Central station electric service at low-cost 

nondiscriminatory rates should be extended 

to all rural communities and farms on an 

area-wide basis as rapidly as materials and 

manpower will permit. 


Then it is stressed that there should 
be “full use of electricity for rural com- 
munity service—it is basic to the effec- 
tive use of rural schools, churches, and 
community centers, to the establishment 
of community health clinics, service en- 
terprises, entertainment, and recreational 
facilities. .. . One of the possibilities is 
the use of rural power lines for local and 
long-distance telephone service.” 

And, in addition to this broad field, it 
is urged that the “development of every 


Farms Unelectrified As of 1/1/44 
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Estimated Farm and Nonfarm ......... 
Total Electrified Rural Dwellings 1/1/44 ... 
Rural Dwellings Unelectrified 1/1/44 ...... 


type of suitable rural industry in every 
electrified rural area should be consid- 
ered part of a national rural electrifica- 
tion program. To be of maximum serv- 
ice to farm people, such developments 
should be cooperatively owned and con- 
trolled wherever possible.” 


Son objectives as these are worthy 
ones, and, while in some aspects they 
may seem to be rather far-reaching, the 
accomplishment of such a _ program 
should be of constructive economic bene- 
fit, not only to the communities directly 
concerned but to the nation. It is to be 
borne in mind that it is of a pattern with 
the intent of the administration to foster 
profound changes in rural life. The REA 
setup of long-term loans, at extremely 
low interest rates, is a distinct step in 
that direction. 

In Part III, emphasis is laid, in set- 
ting forth reasons for an “accelerated” 
program, upon the stimulation that 
would be expected to result for private 
employment: 


The shifting from a war to a peace econ- 


STATUS OF THE ELECTRIFICATION OF FARMS AND RURAL DWELLINGS 
IN THE UNITED STATES 
January 1, 1944 
Status of Farm Electrification 


Total Farms (U. S. Census 1940) .......... 
Farms Electrified As of 1940 (U. S. Census) 
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Status of the Electrification of Rural Dwellings 
All Rural Dwelling Units As of 1940 (U. S. Census) 
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omy will release increasing numbers of men 
and women from war production and from 
the armed forces. If we want to avoid large- 
scale unemployment, we must create as many 
job opportunities as possible. The construc- 
tion of rural power lines, the installation of 
wiring and plumbing, and the purchase of 
electric farm and household equipment by 
new and old rural consumers will necessitate 
industrial production involving nearly three 
million man-years of labor. Such a program 
will therefore be extremely helpful in stimu- 
lating private employment. 


Also, that the program is “self-liqui- 
ghee : 
dating” is emphasized: 

The program outlined in this statement 
considers only self-liquidating developments. 
It will therefore not be a burden on the tax- 
payers of the nation. On the contrary, it 
will correspondingly reduce the need of tax- 
supported public works employment. Be- 
cause of these facts, its acceleration during 
the reconversion period is particularly de- 
sirable. 


One is reminded, with regard to this 
“self-liquidating” reference, that, while 
the $387,630,670 advanced to borrowers 
—mentioned above—may be considered 
by REA as a revolving fund, it came 
originally from the taxpayers, the source 
of all government moneys. So, in the 
final analysis, taxpayers are definitely 
interested. 

A further argument is advanced by 
comparisons with other countries: 





In 1935, when less than 11 per cent of 
American farms had electric high-line serv- 
ice, farm electrification had reached 85 per 
cent in Denmark, 90 per cent in Germany, 
95 per cent in France, and practically 100 
per cent in Holland. Even today, with slight- 
ly more than 40 per cent of our farms elec- 
trified, we are still far behind these and 
other countries in that respect. 


= a comparison as this can be quite 
misleading, for it depends upon the 
definition of the term “farm electrifica- 
tion.” As generally used in the United 
States, it means the supplying of electric 
service directly to individual farms of 
varying size, up to, perhaps, 1,000 acres 
or more. In Europe “farm electrifica- 
tion” can well mean something very dif- 
ferent. It is true of most of the agricul- 
tural sections in Holland and Denmark, 
and also in many parts of rural France, 
that the farms average only a few acres 
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in size. They either adjoin or lie close 
to the villages. Many of the farmers till- 
ing these outlying lands actually live in 
the near-by villages. That is where they 
make their “farm home.” These village 
farm homes may have electric light, but 
to construe such a service as “farm elec- 
trification” does not really give a com- 
parable picture with what is generally 
known as farm electrification in the 
United States. Having traveled, in re- 
cent years before this war, by train and 
motor over many miles of rural Holland 
and France, without seeing a single elec- 
tric pole line serving the farms en route, 
it would interest this writer to know the 
source of the foreign farm electrification 
figures, as quoted above from this report. 

Considerable space is devoted to de- 
tailing the importance of electricity to 
farm production and management; that 
it is a requirement for better farm family 
living ; and that “rural leaders recognize 
that many of the important elements for 
bringing about and maintaining higher 
community standards are dependent on 
the wide and efficient use of low-cost 
electric power.” Also, extended refer- 
ence is made to the part that electric 
power and electrical farm equipment 
may play in facilitating proper land use. 

Then the question of the development 
of rural industries is gone into. Citing 
TVA as an example of success in such 
activities, it is observed that “widespread 
availability of ample low-cost power 
makes possible decentralization of indus- 
try. REA experience shows that with the 
availability of reasonably priced power 
comes a substantial increase in the num- 
ber of small rural industries.” 


Ss one reads this lengthy list of rea- 
A sons (only sketchily noted herein) 
for the proposed “accelerated” program 
of farm electrification, as contemplated 
by the REA planners, certain points 
stand out which appear to be character- 
istic of the philosophy prompting this 
agency’s policies. 

The impression is given that all of 
these improvements and advantages to 
be brought to rural communities, which 
would make life in the country almost a 
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duplicate of life in the city, will be pos- 
sible of attainment only through the ap- 
plication of electricity to a multitude of 
uses. No account seems to be taken of 
the human element — of the individuals 
who are, after all, the important factors 
in carrying out the many social objectives 
outlined as desirable. In short, the high 
note all through this report is the re- 
iterated assertion that it is “electricity” 
which will make possible all these pro- 
posed changes in rural living. 

Another point to be noted is the recur- 
ring statement that wherever electricity 
is made available it must be “low-cost” 
power. Several pages are devoted to that 
phase of rural electrification in Part IV 
of the report. Inasmuch as the details set 
forth demonstrate quite fully the policies 
of REA in this regard, the following 
paragraphs relative to the cost of obtain- 
ing service, and the principles of area 
coverage, are quoted: 

The early history of rural electrification 
showed that the average farmer cannot af- 
ford electric service if he has to lay out a 
considerable sum of money to get the line 
to his farm and if he must agree to a high 
minimum service guaranty and to high serv- 
ice rates. REA has demonstrated in nearly 
every state that electric service on a self- 
liquidating basis can be brought to farmers 
without such inequitable requirements. The 
example set by REA-financed codperative 
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power systems has resulted in a lowering of 
requirements by most power companies sup- 
plying rural service. If this progressive 
policy is adhered to by all agencies building 
rural lines in the postwar period, the rural 
demand for electric service will for some 
years to come be ahead of the ability of all 
agencies combined to satisfy it fully. 

The program outlined in Part V is based 
on the assumption that rural electrification 
will be carried out as far as possible on an 
area coverage plan. That this can be done 
has been demonstrated by electric codpera- 
tives in many places. In fact, development on 
an area-wide plan offers the only assurance 
that virtually all rural homes and other 
rural establishments, such as schools and 
churches, can obtain electric service at rea- 
sonable rates without the need of subsidies 
or grants-in-aid of some sort. 

Area coverage merely means making elec- 
tric service available to all rural establish- 
ments in a given area, without leaving gaps 
of unserved sectors within the area or leav- 
ing stranded farms located on the fringes. 
In applying the principle, the boundaries of 
an area are determined largely by geographic 
and physical considerations, to assure com- 
pact operating systems. 

The practice, all too frequent in the past, 
of providing service selectively only to those 
farms and rural homes readily accessible 
from the highways, or located in densely 
populated areas, or promising relatively large 
immediate loads, and ignoring other poten- 
tial consumers, has deprived many farms 
of electric service. This practice of “skim- 
ming the cream” not only restricts the num- 
ber of dwellings that can have service, but 
also results in high construction costs be- 
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ESTIMATED AMOUNT OF MAJOR ELECTRICAL 
EQUIPMENT ON UNITED STATES FARMS—1943 


Per-Cent On Number of 
Home appliances Electrified Farms Units 
RGIS hea os oko eee ee eae 90 2,208,690 
PRUNE Asn aun ws. 5.62 wines 5 osrere 85 2,085,985 
Washing Machines .....:......0504. 55 1,349,755 
MNOIRIOPEOIONS © (oss <6 oc seis cae cs 40 981,640 
ME INRIN alo oe i0, 55 Glin cloigge rear wrareis 30 736,230 
Waeitiin CIANEES 06666000085 20 490,820 
PAC HINES vs ciscecns cs osseoasce os 15 368,115 
OS SR oo eee 9 220,869 
BAOCEHO ANBES 5... 5 saksse sucess 4 98,164 
OOOO OEE fa 49,082 
Farm Equipment 

DORMER) onsossee eds seacssaisees 25 613,525 
Water Pumps and Installation ... 25 613,525 
Blectric Motors 2. .66s0008 esses 20 490,820 
Cream Separators ..o0606660000. 15 368,115 
Milling Machines ....0.60008s00% 10 245,410 
BAUME SCOOITS 65 4.08 sie or scicscne 7 171,787 
Poultry Water Warmers ....... 2 49,082 
Dairy Water Warmers .......... 1 24,541 
OOD ASDOEES oo ccc ewseeceees 1 24,541 


MAR. 15, 1945 

















WHAT OTHERS THINK 







































DON’T YOU T 


cause of piecemeal additions from time to m 
time. Area coverage appears to be the only R 
way substantial progress in rural electrifica- 


tion can be made without subsidy. Experi- ta 


“OH, I SAY, THESE YANKEES CARRY STREAMLINING A BIT FAR, 


HINK?” 


ajor appliances at the present time. 
eference to the figures as shown in this 
ble discloses some marked contrasts, 


ence has shown that construction to serve suggesting possibilities for postwar in- 
all rather than a selected few permits mass _ stallations, especially in farm equipment. 


production methods in the development and 
more efficient management in the operation 
of these local systems. The net results are 


Setting forth the REA concept of 


financing line construction, the report 


lowered costs and availability of high-line States: 


service to all people in a rural area... . The 
goal of area coverage rural electrification 
will not be reached if power companies at- 
tempt to revive the rather general prewar 
practice of “cream skimming.” 


S to the demand for electric house- 
hold and farm productive equip- 
ment which may be anticipated, the re- 
port contains a table indicating the rela- 
tive degree of saturation of some of the 
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Before the war, the electric utility indus- 
try generally did not request government 
financing for what rural lines it decided to 
build. There is no evidence to indicate that 
there will be any change in this policy after 
the war. 

However, past experience indicates that 
a large part of rural line construction after 
the war will have to be undertaken by non- 
profit, farmer-owned cooperatives if univer- 
sal low-cost electric service is to be made 
available to rural America. How large this 
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on action of the United States Congress. The 
attitude of the Congress appears to be in- 


the REA Act of 1936, and extends the per- 
missible period of amortization. This broad- 
ening of the loan financing conditions will 
make it possible for REA-financed coopera- 
tives generally to do a more complete area 
coverage job than would otherwise be the 
case. 


In Part V, covering the scope of a 5- 
year program proposed, the report sets 
forth the REA calculations as follows: 


It is estimated that about 952,000 of the 
6,344,000 unserved rural dwelling units... 
[shown in the table on page 374] are located 
in suburban areas and can be served by 
urban power systems. This reduces to 5,392,- 


it is estimated that the cost of line construc- 
tion, based on REA prewar construction 
costs, to reach these 5,392,000 potential rural 
consumers, will amount to about $1,600,000,- 
000, and that about 800,000 man-years of 
direct and indirect labor will be required 
to do the job. 

No one can foretell how long it will take 
to complete this job. But it is REA’s con- 
sidered estimate that about 3,655,000 of these 
potential rural consumers can be reached 
within five years after line construction ma- 
terials have again become generally avail- 
able. This would, of course, require an in- 
tensive construction program not only by 
REA borrowers, but also by all other groups 
and agencies concerned with supplying rural 
electric service. .. 

This program . . . will require the ex- 
penditure of about $1,042,000,000, based on 
REA prewar construction costs, for con- 
struction of lines to serve 3,655,000 additional 
rural consumers. . . . It is based on the 
validity of the assumption that (1) materials 
and manpower will be available as rapidly 
as needed; (2) private and public rural 
power systems are willing and able to un- 
dertake area-wide line construction pro- 
grams. 


, | ‘HEN, estimates are given of the ex- 
penditures that may be expected by 
newly connected consumers for wiring, 


hold appliances as a result of such a 5- 
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construction program will be and how rapid- stated to total $4,526,000,000. Support- 
ly it can be carried out will depend primarily ing figures are giv en in some detail for 
the several items and amounts which 
dicated by the recent passage of the so-called make up this total, and the method of 
Pace Bill, which lowers the interest rate on arriving at it. These figures, the report 
REA loans below the scale originally set in gtates 


. leave out of consideration the demand 
for wiring and electrical equipment in con- 
nection with the electrification of schools, 
churches, and other community buildings, 
the establishments of new and the electrifica- 
tion of existing rural service and processing 
industries and other commercial enterprises. 
But even with that omission the rural elec- 
trification program, if vigorously carried 
out, can account for five and a half-billion 
dollars of national industrial production, and 
can result in two and three-quarter million 
man-years of private employment, largely 
within a period of five years. 


While the foregoing has reference to a 


000 the number of unserved rural dwellings preliminary report on a proposed 5-year 
which will need to be considered in a strict- program as recommended, it is stated 
ly rural postwar electrification program. ... that 


The Department of Agriculture has pro- 
posed that the Rural Electrification Adminis- 
tration complete necessary plans for a 3-year 
program of rural electrification through 
REA-financed rural power systems. Pre- 
liminary steps have already been taken in 
the planning of such a 3-year program. 

This proposal contemplates. that central 
station service be made available, under the 
provisions of the Rural Electrification Act, 
to slightly more than 1,250,000 farms and 
rural homes of America. This program 
would require ... total loans of about $579,- 
000,000 for the construction of distribution 
lines and installation of electric facilities. It 
would require nearly 300,000 man-years of 
direct and indirect labor. Estimated expendi- 
tures for wiring, plumbing, farm and house- 
hold equipment, would run to an additional 
$700,000,000. 

For the purpose of financing the construc- 
tion of necessary lines and installations of 
related facilities in this REA program, the 
established REA policy of making only self- 
liquidating loans to qualified borrowers will 
be continued. These interest-bearing loans 
will be in accordance with the provisions of 
the Rural Electrification Act of 1936, as 
amended. 


N the closing section of this report, 
Part VI—“How the Job Can Be 


plumbing, farm equipment, and house- Done’”—much is stated which points up 
clearly the guiding principles under 
year program. The sum of suchexpendi- which REA operates. Inasmuch as it 
tures, by both old and new consumers, is touches upon relations which may ensue, 
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WHAT OTHERS THINK 


in the carrying out of this proposed pro- 
gram, with both private power com- 
panies and with state utility commissions, 
the text of this section should be of espe- 
cial interest to each of those groups: 


State utility commissions have recognized 
generally that the REA-financed electric co- 
Operatives, operating on a nonprofit basis 
and for the benefit of the member-consum- 
ers, need not be regulated in the public in- 
terest. Regulation is intended to protect the 
buyer from exploitation by a seller with 
monopoly rights. A cooperative enterprise 
is self-regulatory because it is owned and 
operated: by the members served. As com- 
munity enterprises, electric codperatives have 
the objective of low-cost area-wide electric 
service to all potential consumers. ... 

State utility commissions are, of course, 
interested in maximum low-cost rural elec- 
trification. They can aid that objective by 
exercising their regulatory powers to as- 
sure adequate low-cost supplies of power to 
cooperatives, by encouraging liberalization 
of rural line extension requirements of 
private power companies, and by eliminating 
rate discriminations and promoting rate re- 
ductions for rural power service. 

They can also aid the objective of full 
area coverage by preventing further “cream 
skimming” by power companies. If a power 
company is not willing to guarantee the ex- 
tension of rural electric service on an area- 
wide basis, the people themselves should be 
given full opportunity and encouragement 
to undertake the development of both high- 
and low-density territory combined on a non- 
profit basis. 


a might be observed that these sug- 
gestions directed to state utility com- 
missions relative to their procedure in 
cases concerning the relations between 
private utilities and rural co-ops, would 
seem to be gratuitous, if not presump- 
tious, advice. The record of the state 
commissions indicates a care for the ul- 
timate consumer, and due consideration 
of the practical economics where rural 
extensions are in question. They can be 
depended upon to treat each case upon its 
individual merits. Furthermore, the 
claim that rural co-ops “need not be reg- 
ulated in the public interest” because they 
are “self-regulatory”—that, surely, is 
“drawing a long bow” pretty strongly. 
Dwelling upon the ways in which agri- 
cultural leaders and educators can help 
in this program, the report continues: 


Concerted action on a national scale is es- 
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sential to continued advancement. . . . The 
{state agricultural postwar planning] com- 
mittees can do much through influencing the 
thinking of groups concerned with other 
phases of rural community improvements... 


To thus urge the necessity of plan- 
ning by community and state groups, 
the helpfulness of exchange of views, 
and “concerted action . . . is essential” — 
all this seems very much of a pattern with 
the aims and practices of utility holding 
companies in rendering services to affil- 
iated operating properties. In their case 
they are now hedged about by SEC rules 
and restrictions. REA, however, not be- 
ing subject to SEC jurisdiction, is free 
to go to any limit in urging all manner 
of groups to join in forwarding its aims. 


Spe procedure also calls to mind the 
critical attitude of the Federal 
Trade Commission, in past years, toward 
private utilities’ activities in enlisting the 
cooperation of educational interests in 
their rural electrification programs. But, 
here also the same freedom from juris- 
diction is enjoyed by REA. Yet, how 
anomalous is the situation which is thus 
presented. 

Certain policies and acts are strictly 
forbidden to private utilities in the con- 
duct of their business. A government 
agency like REA, however, is under no 
such restrictions, and can go to any 
lengths, as illustrated by the quotations 
above, in furthering the program it wants 
to carry out. 

In summing up the impression made 
by the report as a whole, it seems to be a 
statistical blending, if not a comparison, 
between a hypothetical 5-year plan and 
a definite REA 3-year loan-authority 
plan envisaged by the Lucas Bill. 

Also, considering that REA suggests 
that it alone be given nearly $600,000,000 
for the 3-year plan (anticipating similar 
additions would be authorized for the re- 
maining two years), it would seem to in- 
dicate that REA is assuming responsibil- 
ity for virtually the entire 5-year pro- 
gram (estimated to cost $1,000,000,000), 
leaving little to be done in this field by 
private utilities, municipalities, etc. 
—R. S.C. 
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Rivers and Harbors Bill Passed 
A $500,000,000 bill providing for postwar 


improvement of American rivers and har- 
bors recently awaited only President Roose- 
velt’s signature to become law. It was passed 
by the House of Representatives on February 
22nd on a voice vote. This is the first rivers 
and harbors legislation passed in several years. 

It provides for 300 projects, including such 
major ones as the $60,000,000 Alabama-Coosa 
waterway, the $15,000,000 Trinity river pro- 
gram in Texas, the $25,000,000 Illinois water- 
way, and the $58, 625,000 Snake river develop- 
ment in Wyoming. 

Chairman Mansfield of the House Rivers 
and Harbors Committee urged passage of the 
measure so that Army Engineers can complete 
plans for the projects and be ready to execute 
them after the war. They are expected to pro- 
vide a large reservoir of jobs. Under ad- 
ministration policy, the only improvements to 
be carried out before the end of the war are 
those few deemed of military importance. 
Among these is a $150,000 project for Balti- 
more harbor. 


Asks Sway over Hydro Power 


ear ARY Ickes, whose agencies already 
produce about 45 per cent of the electric 
power consumed in 5 states of the Pacific 
Northwest and 50 per cent of the power used 
by war industries in the Pacific Southwest, 
hailed the advantages of public ownership in 
his annual report as Secretary of the Interior 
made public last month. 

He also renewed a recommendation that the 
department should encompass natural power 
resources of the country in its rdle as steward 
for federally owned land and developments. In 
a letter, transmitting the report to President 
Roosevelt, he said: 

“If we could lump together as ‘power’ the 
final results of such developments (multipur- 
pose dams and improved technological proc- 
esses), then the Department of Interior would 
be the steward of an accumulation of power 
which is probably the greatest that was ever 
administered under one jurisdiction.” 

Senator James E. Murray, Democrat of 
Montana, said that while he had the highest 
regard for Mr. Ickes he did not like the way 
in which he sought to develop the river basins. 
Recalling the long fight of local elements in 


The March of 
Events 


the Northwest to exert control over the Bon- 
neville dam project, the Senator said he be- 
lieved that Mr. Ickes wanted to “exert con- 
trol” from Washington over programs which 
should be worked out “by the people in the 
area who have a right to determine their own 
development.” 

It was at the conclusion of the letter to the 
President that Mr. Ickes took up public owner- 
ship. Pointing out that steam propulsion had 
served “to reshuffle our industrial processes” 
and that electricity and automotive transpor- 
tation had “revolutionized our domestic econ- 
omy,” he continued: 

“The advent of hydroelectricity, so devel- 
oped that it can revolutionize heavy industry, 
and accompanied by equally developed sup- 
porting facilities, serves mainly to introduce a 
new generation to a historic occurrence.” 

Looking to the future, Mr. Ickes went on: 

“Our job soon will be to turn this vast block 
of power from war to peace. It is a Herculean 
job, but I think that we can master it by shift- 
ing, gradually if possible, from war to its near- 
est economic equivalent in the field of con- 
servation; riamely, regional development. But 
it must be regional development at its boldest.” 


SEC Sanctions Stock Deal 


|= Securities and Exchange Commission 
on February 21st approved a sale of the 
outstanding securities of the Iowa-Nebraska 
Light & Power Company by the Continental 
Gas & Electric Company to the Central Elec- 
tric & Gas Company for $4,325,000. Iowa- 
Nebraska Light is a subsidiary of Continental 
Gas. Central Electric is an operating public 
utility and not a subsidiary of any company. 

Central Electric, after it acquired the 33,684 
shares of common stock of Iowa-Nebraska 
Light, would become parent of the latter. The 
purchasing company, however, proposed im- 
mediately to acquire all the properties and as- 
sets of Iowa-Nebraska Light, to assume all 
its liabilities, and to dissolve it. Iowa-Ne- 
braska Light will declare and pay to Continen- 
tal Gas, prior to the sale, a cash dividend of 
$465,000 out of paid-in surplus. 

Continental Gas is an intermediate holding 
company in the United Light & Railways and 
United Light & Power Company holding com- 
pany system. The commission reserved ju- 
risdiction over use of the proceeds of the sale 
by Continental Gas. 
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REA Allotments 


HE Rural Electrification Administration 

has made loan allotments totaling $681,000 
to ten rural coOperatives in Delaware, Illinois, 
Minnesota, Missouri, Nebraska, New Mexico, 
North Carolina, South Dakota, and Utah, it 
was announced recently. 

The loan funds will be used mainly for the 
extension of electric service to farms located 
near existing lines. No construction will be 
undertaken which does not meet with the ap- 
proval of the War Production Board. 

This brings REA allotments to $521,250,- 
801.79, of which $22,371,000 represents opera- 
tions during the current fiscal year. 


SEC Permits Retention 


HE Securities and Exchange Commission 
last month found that Central & South 
West Utilities Company, intermediate holding 
company in the Middle West Corporation sys- 
tem, may retain in its system the major electric 
properties owned by four of its subsidiaries. 
These are Public Service Company of Okla- 
homa, Southwestern Gas & Electric Company, 
West Texas Utilities Company, and Central 
Power & Light Company. The system operates 
principally in Texas and Oklahoma, but also 
in Arkansas and Louisiana. 

The commission ordered Central & South 
West, however, to take such steps as shall cause 
it to “cease to own or control, directly or in- 
directly, and dispose of all its direct or indirect 
interest” in the following businesses : 

The water properties of Central Power & 
Light Company and all nonutility operations in 
the Big Bend district of Texas; West Vernon 
Sewer Company; all water distribution prop- 
erties of West Texas Utilities Company; the 
ice properties of Public Service Company of 
Oklahoma; all natural gas properties of Pub- 
lic Service Company of Oklahoma, save those 
used to provide fuel for electric-generating 
purposes; the water properties of South- 
western Gas & Electric Company; Peoples Ice 
Company; and the ice properties of South- 
western Gas & Electric Company. 

This order provided, however, that with 
respect to Peoples Ice Company and the ice 
properties of Southwestern Gas & Electric 
Company “and only respecting these items” 
the order shall become effective thirty days 
from February 16, 1945. 


FPC Sets Gas Hearing Date 


4 iw Federal Power Commission last month 
announced its order setting the first pub- 
lic hearings in the commission’s fact-finding 
investigation into the conservation and utiliza- 
tion of natural gas for May Ist in Kansas City, 
Missouri. 

The place of hearing and the rules and pro- 
cedure for its conduct would be announced 
later, it was said. 
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Procedure for participation in the hearings 
was provided in the order, which stated as 
follows: 

“All persons desiring to participate in such 
hearings shall file with the commission at least 
thirty days before the date set for the hearing 
at which they desire to appear a written re- 
quest, containing a brief synopsis of the evi- 
dence they desire to present.” 

The hearing announced last month was in 
furtherance of the investigation instituted on 
September 22, 1944, by the commission on its 
own motion into the extent and probable life 
of the nation’s natural gas reserves; present 
and prospective measures for preventing waste 
and prolonging the life of such reserves; the 
present and probable future utilization of 
natural gas for domestic, commercial, and in- 
dustrial purposes; the extent, character, and 
results of the competition of natural gas with 
other fuels, and such related matters as may 
be helpful in the administration of the Natural 
Gas Act or in determining what additional 
legislation, if any, should be recommended at 
this time. 

The time and place of other public hearings, 
the commission said, would be fixed by sub- 
sequent orders. 


Gas Crisis Again Hits Area 


HE Office of War Utilities announced on 

February 18th that the Appalachian area 
was in the grip of another gas crisis and ap- 
pealed to the public to burn less. 

“Industrial plants making war weapons are 
being shut down to conserve gas,” Edward 
Falck, director, stated, “and it is imperative 
that everyone else using gas reduce consump- 
tion to a minimum so long as the cold spell 
lasts.” 

He gave out the following emergency pro- 
gram: 

“Don’t use your oven at all. Limit range 
use to one top burner at a time, then only 
for preparing meals. Don’t use any portable 
gas heaters. Set your gas furnace thermostat 
down to 65 degrees or lower, and don’t use hot 
water except where absolutely necessary.” 

The OWU said the crisis affected natural 
and mixed gas “in the Appalachian area, in- 
cluding western New York, western Pennsyl- 
vania, Ohio, West Virginia, Maryland, Vir- 
ginia, and the District of Columbia.” 


Bill to Regulate Trucks 


HE Interstate Commerce Commission 

would have power to overrule inequalities 
in state trucking regulations under legislation 
introduced last month by Senator Magnuson, 
Democrat of Washington. 

The Senator said the measure was an in- 
terim proposal to remain effective until state 
laws could be revised to remove a lack of uni- 
formity in regulations as to size, weight, and 
safety devices of trucks. 
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California 


Hydroelectric Plan Proposed 


i b= Fresno Irrigation District, Fresno, has 
filed application with the Federal Power 
Commission for a 3-year permit for a hydro- 
electric project in Fresno county, it was an- 
nounced recently. 

The project would include two dams pro- 
viding for a water storage capacity of 1,128,- 
000 acre-feet, two tunnels, and three power- 
houses having an installed capacity of about 
183,000 horsepower. 

The project would be on the north fork and 
main channel of Kings river. 


Fare Called Tax on Workers 


A VIGOROUS protest against the proposed rais- 
ing of streetcar fares from 7 to 10 cents 
was made last month by Assemblyman 
Edward F. O’Day on behalf of the people of 
the 24th assembly district of San Francisco. 

“This increase simply amounts to an. added 
tax on the workingmen,” O’Day said. “There 
is absolutely no justification for it. If this mat- 
ter were submitted to the voters of San 
Francisco it would be rejected by an over- 
whelming vote...” 


os 


O’Day called attention to the OPA’s effort 

o keep down civilian commodity prices and 
a War Manpower Commission’s effort to 
keep wages at an even keel. He emphasized the 
increased fare would amount to a further load 
on the workingmen’s families who constantly 
use the streetcar. 

Proposal to raise the fare from 7 to 10 cents 
was made recently by Supervisor Jesse 
Colman as a method of financing postwar im- 
provements in the local transit system. He 
said he spoke with approval of the public utili- 
ties commission. 


New Line Construction 


— on an additional high-volume 
power line from Boulder dam to southern 
California by the Southern California Edison 
Company, to cost $4,500,000 would begin im- 
mediately, it was announced recently. 

The new line, 130 miles in length, will link 
other existing lines into a main transmission 
line over the 280 miles between the dam and 
Los Angeles. To be completed within six or 
seven months, the power line will carry 220,000 
volts’ current and will have a capacity of 125,- 
000 kilowatts. 


Georgia 


Power over Airways Denied 


HE state senate recently killed a measure 
to give the state public service commis- 
sion regulatory powers over intrastate air com- 
merce, and the house withdrew consideration 
of a proposal to ban closed shops in Georgia. 
Senator Spence Grayson, of Savannah, sen- 
ate president pro tem, and author of the air 
commerce bill, served notice he would seek 
reconsideration of the measure which was op- 
posed by Governor Arnall and the air lines. 


Failing by 3 votes to receive the requisite 
senate majority of 27 votes, the defeated bill 
was a half-page substitute to the original 
measure of 22 pages. Whereas the first bill 
designated the regulations to be enforced by 
the state commission, the substitute merely 
proposed that all intrastate air commerce 
“shall be subject to supervision and regulation 
by the Georgia Public Service Commission i in 
accordance with any and all laws hereafter 
enacted by the general assembly prescribing 
regulations therefor.” 


Kansas 


Seek Way to Put Lid on Natural 
Gas 


EEKING a course which will block wholesale 

pumping of Kansas natural gas to northern 
and eastern industrial centers and will con- 
serve Hugoton field production for potential 
domestic industries, Governor Schoeppel and 
Lieutenant Governor Jess C. Denious con- 
ferred last month with Kansas City industrial 
leaders. 
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Confronted with the prospects for additional 
heavy demands on the output from the Hugo- 
ton field, a remedy to conserve the produc- 
tion for domestic consumers was discussed. 
There was no immediate solution offered, al- 
though various courses of procedure, includ- 
ing both state and Federal legislation, were 
studied. The governor said every agency of 
the state would be made available to meeting 
the problem. None of the conferees were im- 
mediately prepared to state whether new leg- 
islation would be sought at this session, al- 
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though several tentative proposals were under 
consideration. 

“You may be sure of one thing so long as 
I am governor,” Schoeppel declared. “Kansas 
will never surrender her control over pro- 
duction and distribution of her mineral re- 
sources.” 

A bill designed to strengthen the hand of 
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the state corporation commission in pre- 
venting wasteful use of natural gas was in- 
troduced in the state senate last month. 

A commission member said that, if the bill 
becomes law, the commission would be able to 
prevent wasteful methods of manufacturing 
carbon black, producing power, or other natu- 
ral gas uses. 


Kentucky 


Favor Lower Purchase Price 


HE representative of the city of Paducah 
and R. M. Watt, president of the Ken- 
tucky Utilities Company, are more than $1,- 
000,000 apart in estimates of what the city 
should pay for the Paducah properties of the 
company, a letter filed at a meeting of the 
board of commissioners last month revealed. 
L. R. Howson, Chicago engineer retained 
by the city to negotiate with Watt, reported 
that Watt proposed a price around $3,400,000 
for the properties if the city takes them “‘with 
no strings attached as to the source from 
which power would subsequently be fur- 
nished.” He added that Watt offered an al- 
ternative under which the distribution system 
would be purchased by the city and power 
bought from KU under a 5-year contract. 


Howson recommended that the city offer 
the company $2,300,000 for the gas and elec- 
tric systems if it desires to purchase power 
from the Tennessee Valley Authority or some 
agency other than the Kentucky Utilities, but 
that the price be dropped to $1,975,000 if the 
a agrees to a contract to buy power from 
ei. 

He said cost of power bought from Ken- 
tucky Utilities would be considerably greater 
than if purchased from TVA and the savings 
which could be made for consumers would 
be much smaller. 

TVA only recently put in operation the first 
generator at its huge power, flood-control, and 
navigation dam at Gilbertsville, only a few 
miles from Paducah, and several other gen- 
erators are scheduled for installation at the 
Tennessee river project. 


Louisiana 


Gas Proration Program Urged 


A. Frye, chairman and executive direc- 
e tor of the recently organized Louisiana 
Natural Gas Conservation Committee, an- 
nounced last month that pursuant to action 
taken by his committee he had written Com- 
missioner of Conservation Joseph L. McHugh, 
requesting that he institute a statewide investi- 
gation with a view to considering, among other 
things, the feasibility of placing in effect in 
Louisiana a statewide program of gas prora- 
tion and ratable taking. 
In his letter to Commissioner McHugh he 


referred to prior correspondence and consul- 
tation on the subject, and advised that it was 
the unanimous view of his committee that the 
proration and ratable taking of gas consti- 
tute one logical approach to the proper con- 
servation of gas. 

Colonel Frye explained that ratable pro- 
duction means allocating existing demands for 
gas among all wells in a given field, including 
wells not owned by dominating producers. He 
stated that ratable taking, where it can be ac- 
complished, constitutes a primary requisite to 
true conservation and should protect the cor- 
relative rights of all owners. 


Maryland 


Power Line Bill Urged 


| ig the state of Maryland nor any of 
its political subdivisions at present has 
any jurisdiction over the construction of high- 
voltage power lines, the senate finance commit- 
tee of the state legislature was told recently 
by a group advocating passage of a bill sub- 


jecting erection of such facilities to regulation. 

The advocates of the bill, residents of Balti- 
more county in the Green Spring valley, Rux- 
ton, Riderwood, and Rockland sections, were 
represented at the hearing by Arthur W. Ma- 
chen, William Fell Johnson, Walter Buck, 
Joshua Harvey, Dr. John B. Whitehead, and 
Dr. Robert W. Johnson, Jr. 
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They explained that the pending bill to re- 
quire commission approval for high-voltage 
power lines was deemed necessary when a 
group seeking to prevent construction of a 
high-tension line down the Fails road from 
Texas, Baltimore county, to Mount Washing- 
ton, learned at a meeting with the Baltimore 
county commissioners last December that the 
county lacked authority to intervene with the 
plans of the Consolidated Gas, Electric Light 
& Power Company of Baltimore. 

The group learned also, its spokesman re- 
ported, that the state commission, which regu- 
lates utilities, had no jurisdiction. 

It was then determined by the group, the 
finance committee was told, that statewide 
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regulatory legislation should be proposed at 
Annapolis to afford a measure of protection 
to communities against encroachment by high- 
voltage power lines. 

The bill, introduced by Senator Joseph R. 
Byrnes, would require commission approval 
for the plans and location before the con- 
struction of any power line carrying more 
than 15,000 volts on poles or towers more than 
40 feet high. 

The commission would be required to give 
public notice of plans for such construction 
and hold hearings on the proposal and “con- 
sider the effect of such proposed line upon the 
public health, morals, safety, and general wel- 
fare.” 


Massachusetts 


Commissioner Appointed 
iB Shear aeser A. FLAHERTY was recently ap- 


pointed to the state department of public 


utilities, succeeding Commissioner George P. 
Drury. Commissioner Flaherty was named 
chairman of the department, succeeding Chair- 
man Carroll L. Meins, who remained. 


Michigan 


Strong Staff Sought 


genes for aggressive and more thorough 
supervision of public utilities and their 
rates were disclosed recently by William J. 
McBrearty, chairman of the state public serv- 
ice commission, as he sought funds for 33 
more examiners, accountants, field investi- 
gators, and engineers. 

“We need electric, gas, and telephone engi- 
neers and other technicians.if we are to become 
an active instead of an inactive body,” Mc- 
Brearty said. “We want to check the original 
cost and other records of the utilities which 
we regulate.” 

Contending that the state commission has 
had to depend on rate analyses compiled by 
Detroit or other city officials, the new chair- 
man asserted that the commission itself should 
have a staff adequate to meet its statutory 
duties. 


“The additional employees will cost only 
about $30,000 because much of the work can 
be charged to the companies we examine,” 
McBrearty said. “I have talked with members 
of the house ways and means committee, and 
received what I consider a most receptive au- 
dience. 

“Unquestionably the commission is un- 
derstafted if it is to be a real public service 
organization. Michigan spends 8 cents on 
regulation for each $100 of utility revenue 
collected, whereas New York spends 36 cents. 
We have 65 employees while Pennsy Ivania has 
344 and Wisconsin, with fewer companies to 
regulate, has 108. 

“Half of our employees are assigned to the 
motor transport and are not available for 
public utility regulation.” 

McBrearty said the civil service commis- 
sion had indorsed his expansion program after 
a survey. 


Minnesota 


Natural Gas Voted 


HE St. Paul city council, by a 4-to-3 vote, 

last month approved the bitterly disputed 

natural gas ordinance and set up the ma- 

chinery for providing straight natural gas 

with a 1,000 sru heat value to both domestic 
and industrial users in St. Paul. 

A large group of both proponents and op- 
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ponents of the measure was in the council 
chamber when Parranto moved a roll-call 
vote on it. 

George Morgan, counsel for Koppers Coke 
Company, made a last-minute appeal for a de- 
lay until a time when price, the possibility of 
supply, and War Production Board priorities 
needed for the conversion equipment will be 
more certain. 


384 





2]- 


ed 


ly 
in 

” 
rs 
id 
= 


TT 


ce 
e- 
of 
eS 


In the words of M. T. Herreid, vice presi- 
dent and manager of the Koppers Coke plant 
in St. Paul, the city council has “bought a 
pig in a poke” by approving introduction of 
natural gas for domestic and industrial use 
in the city. He declared that the ordinance ap- 
proved by the council has four major faults: 

1. Natural gas is not now available for gen- 
eral use in St. Paul; the ordinance will not 
make it available; and no one knows when it 
will be available. 

2. The rate schedule proposed is meaning- 
less because it will expire before natural gas 
can be obtained, and no one knows what the 
price of natural gas will be if and when it does 
become available. 
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3. The ordinance obligates the people of 
St. Paul to eventual use of natural gas at 
prices which will be determined, not by the 
city council, but by agencies over which the 
city has no control. 

4. The ordinance relieves the gas-supply- 
ing company and the local utility (Northern 
Natural Gas and Northern States Power com- 
panies, respectively) of all responsibility for 
breakdown of service or failure of supply and 
contains no safeguard for the people. 

Koppers Coke has supplied to Northern 
States Power all manufactured gas distributed 
in the city, and company officials claim the 
plant will be closed down as a result of ap- 
proval of the natural gas ordinance. 


Montana 


FPC Announces Order 


HE Federal Power Commission on Febru- 

ary 25th announced its opinion and order 
requiring the Montana Power Company to 
make accounting adjustments in the amount of 
$51,978,025. The order requires the company 
to file entries by January 31, 1946, disposing 
of write-ups and other,improper charges to 
plant accounts in the amount of $46,891,597. 
This amount is 80 per cent of the original cost 
($58,023,509) of electric properties as of Janu- 
ary 1, 1937. The amount is the largest so far 
ordered disposed of by the FPC in any ac- 
counting case. 


The commission found the excess of actual 
cost Over original cost of properties of going 
concerns acquired in arm’s-length transactions 
to be $5,086,428. It concluded this amount does 
not represent payment for tangible properties 
now in service and ordered the amount amor- 
tized over a 15-year period, beginning with 
1945. 

The opinion stated that the write-ups re- 
sulted largely from balancing the plant ac- 
counts with the par value of securities issued 
in less than arm’s-length transactions. The 
commission, therefore, asserted the write-ups 
should be absorbed by the common stock 
equity. 


Nebraska 


Power Decision Reversed 


BA HE Omaha city council was clearly within 
its rights in appointing a people’s power 
commission and in refusing to submit the ques- 
tion of whether or not a commission should 
have been appointed to a vote of the electorate, 
the state supreme court held on February 16th 
in an unanimous opinion. This was a reversal 
of the decision of the Douglas County District 
Court. 

At the same time the court said the question 
of constitutionality of the law under which the 
power commission was appointed (LB 204) 
was not properly raised, and sustained the de- 
cision of the district court on that point. 

The opinion was written by Judge E. B. 
Chappell. 

The court held that LB 204 passed by the 
1943 legislature is a complete legislative act of 
statewide concern and that its primary purpose 
is to provide a means whereby cities of the 
metropolitan class can construct or acquire an 


electric utility. It said the Omaha city council, 
in adopting a resolution appointing a people’s 
power commission and instructing it to pro- 
ceed under LB 204 acted in executive or ad- 
ministrative capacity. 

It also said that to have submitted the ques- 
tion to the electorate, as asked for by petitions 
presented to the city council, would have given 
the voters authority to invalidate a general 
legislative eminent domain statute and legis- 
late for and in behalf of the state. 

The action was brought by Martin W. Nel- 
son and Edward A. Hofmann against Mayor 
Dan Butler, the city council, and members of 
the power commission. 

State Senator C. Petrus Peterson was re- 
ported on the same day to have taken the lid 
off the Nebraska Power Company transaction 
while arguing for repeal of the law creating 
the Omaha People’s Power Commission, and 
pledged himself to oppose anything that would 
validate the sale of Nebraska Power Company 
properties to the Omaha Electric Committee, 
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Inc., which was recently organized to take over 
the company at a negotiated price in excess of 
$40,000,000. 

Peterson in his opening remarks declared 
that he did not doubt the integrity and honesty 
of the Omaha men who formed the Omaha 
Electric Committee, but that he ons not in- 
cluding the Loup River Public Power District 
in that statement. 

“T am not starting on a program of viilifica- 
tion nor an attempt to smear or imply wrong- 
ful motives,” Peterson stated, “but I do take 
the position that the men have acted in an ill- 
advised manner which I am not able to justify 
or approve as good public policy.” 

The Omaha city council’s recent action can- 
celing the Nebraska Power Company franchise 
for sale and distribution of electricity within 
the city of Omaha and placing it on a day-to- 
day basis “is just another move to delay public 
ownership,” President T. H. Maenner be the 
company’s board of directors said. 

A coalition of state senators to prevent a 
fight over public power from dragging the 
length of the legislative session was being 
formed, it was learned last month. It had not 
reached very large proportions but the “char- 
ter” members were said to believe that if the 
session is materially prolonged because of 
power more support would become available. 


Power Bill Amended 


N amendment to the bill altering the state’s 
condemnation law has been drafted which 
meets with the approval of the League of Mu- 
nicipalities, Consumers Public Power District, 
and the three introducers, Senator John Me- 
kota said recently at the close of a conference 
attended by representatives of all groups. 

The amendment which was approved strikes 
out all of the new wording in the bill in § 1 
which it was contended by opponents could be 
interpreted to mean that prices paid by Con- 
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sumers Public Power District for the private 
properties it purchased were to be used by 
courts of condemnation in determining the fair 
and reasonable price municipalities would pay 
if they should condemn. 

To overcome that objection to the bill, LB 
92, this amendment was drafted: 

“When the sum that is fair and reasonable 
shail have been determined as above provided, 
the court shall deduct therefrom and allow as 
credit upon such sum an amount that bears 
the same proportion to such sum as the amount 
of the bonds that have been paid, redeemed, 
or liquidated, and reserves established therefor 
by said district, while such city or village was 
within and a part of such district, bears to the 
total amount of the bonded indebtedness of 
such district issued to finance the purchase 
price or cost of construction of the entire prop- 
erty of such district.” 

It was contended that the amendment would 
give municipalities which may condemn credit 
for the amount of bonds retired by Consumers 
but would not provide that the amount paid 
originally by Consumers for properties pur- 
chased shall be taken into account for a court 
of condemnation i in arriving at a fair and rea- 
sonable price. 


Pipe-line Bill Advanced 


NDER provisions of an amendment adopted 

by the state legis slature on February 23rd, 
natural gas pipe-line companies can be ca lled 
upon to supply service to residences outside 
incorporated cities and villages regard! ess of 
the distance they are from the pipe line. The 
original bill provided that such service must 
be given to residences located within 500 feet 
of such pipe lines but this restriction was re- 
moved upon motion made by Senator Ladd 
Hubka. The cost of installation, however, must 
be paid by the consumer. The bill, LB 127, was 
then advanced to third reading. 


New Jersey 


FPC Policy Change Asked 


TTACKING the Federal Power Commission’s 
order requiring Public Service Corpora- 
tion of New Jersey to rewrite its plant ac- 
counts on an original cost basis as a measure 
which would restrict the company’s ability to 
raise capital, Thomas N. McCarter, chairman 
of the board, declared recently that “this de- 
structive policy must be changed.” 

In his annual statement for 1944, Mr. Mc- 
Carter said that overlapping of Federal and 
state regulation, as indicated by the FPC or- 
der, had made operations of the company a 
matter of “great difficulty” during the war. 

Gross revenues for 1944 were $184,643,812, 
against $183,624,856 in 1943, and showed the 
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effects of an electric rate reduction made dur- 
ing the year, as well as the shutdown of the 
aluminum plant at Burlington, Mr. McCarter 
declared. 

The FPC order referred to requested the 
company to show cause why it should not be 
ordered to dispose of $9,479,956 of a total of 
$38,565,513 included in its plant account, to 
submit ‘plans for eliminating the balance of 
$29,085,557, and an additional $28,328,211. 

In pursuing its policy, Mr. McCarter said, 
the FPC is “paying no attention to either the 
value of the property under consideration, nor 
to what the existing companies actually paid 
for the properties for which securities ap- 
proved by the state commission have been is- 
sued or sold.” 
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New York 


Court Upholds Utility 


> United States Circuit Court of Ap- 
peals at New York city, in a 2-to-1 decision, 
on February 23rd ‘refused to enjoin the Long 
Island Lighting Company from consummating 
a plan of recapitalization without referring it 
to the Securities and Exchange Commission. 
The court, however, continued a temporary or- 
der enjoining such consummation until issuance 
of the appellate court’s mandate, which would 


take at least a week and would give the SEC 
a chance to appeal to the Supreme Court or 
to ask a rehearing before the circuit court. 

Serving communities on Long Island with 
electric power and gas, the company, it was 
argued, does an intrastate business, and, under 
provisions of the Public Utility Holding Com- 
pany Act of 1935, it was exempted from the 
registration and regulatory provisions of that 
act in an order of the SEC dated March 27, 
1936. 


North Dakota 


Cost Rate Base Law Passed 


Bee North Dakota legislature passed by a 
vote of 43 to 4 in the senate and 103 to 2 
in the house of representatives a law which 
established the prudent investment method for 
valuing utility property for rate making. The 


new law, which was signed February 23rd by 
Governor Aandahl, repeals former provisions 
of the North Dakota Code which the state 
supreme court had held in a recent public 
utility rate case to require a determination of 
reproduction cost in fixing reasonable rates, 
it was reported. 


Oregon 


Power Tax Boost Defeated 


HE state house utilities committee brought 
"- on a unanimous “do not pass” report re- 
cently on a measure by Representative W. W. 
Balderee, Grants Pass, which would have in- 
creased the tax on municipal power systems 
from 3 per cent to 9 per cent. 

If the house adopts the committee report the 
measure will be postponed indefinitely. Under 
its provisions, the municipal power systems of 
Eugene, McMinnville, Ashland, Monmouth, 
and Canby would have apportioned 9 per cent 
of their gross revenues among the counties, 


school districts, and cities of the area. The 3 
per cent tax now in effect goes entirely to the 
city government. 

The bill, changing a law enacted by the 1943 
legislature to tax such utilities, has the back- 
ing of the League of Oregon Counties, whose 
attorney, W. S. Fort, told the committee that 
if it is proper for cities to share in revenues 
of such utilities it is equally proper for coun- 
ties and school districts to have a part. Fort 
pointed out that the legislature has several 
times asked Congress to provide reimburse- 
ment for revenues lost as a result of Bonneville 
properties being taken from tax rolls. 


Pennsylvania 


Bill Would Tax Utility Gross 


A 3 per cent tax on gross receipts of public 
utilities, in place of taxation of now tax- 
exempt real estate of utilities, was introduced 
in the state senate last month by Senator Elmer 
G. Holland, Democrat of Pittsburgh. 
Senator Holland estimated his proposed tax 
would develop about $9,000,000 a year in reve- 
nues, to be distributed to counties, municipali- 
ties, and school districts according to popula- 
tion. In Allegheny county, he estimated the total 
revenues available for distribution would be 
$2,500,000 a year. Under the law it would be 
collected by the county treasurer and distrib- 


uted one-third to the county, one-third to mu- 
nicipalities, and one-third to school districts. 


Rehearing Denied 


4 state public utility commission has de- 
nied the petition of the Elizabethtown 
Water Company for a rehearing and rescission 
or modification of the commission’s rate order 
of last December, it was announced recently. 

The company contended that the order de- 
prived the company of its property without due 
process of law and its petition averred the 
commission had erred in various findings set 
forth in the order. 
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South Carolina 


Votes to Buy Utility 


———_ their community has an assessed 
property valuation of slightly less than 
$200,000, citizens of West Columbia have voted 
their agreement to the town’s purchase of the 
properties of the South Carolina Electric & 
Gas Company for an estimated price of $39,- 
500,000. 

The vote came on the heels of an unsuccess- 
ful effort on the part of the Columbia city 


council to make the purchase. Mayor W. H. 
Price was unable to say whether a contract for 
acquirement of the utility properties would be 
sought. 

A state law limits the amount of bonds any 
municipality can issue to 8 per cent of its as- 
sessed property valuation. 

However, in the proposed purchase by Co- 
lumbia, revenues from the power properties, 
rather than city credit, would have been 
pledged in support of bonds. 


Texas 


Gas Conservation Bili Proposed 


EPRESENTATIVE F. G. Swanson, Tyler, last 
month said he would introduce a bill, 
prepared after consultation with members of 
the state railroad commission, as a stronger 
natural gas conservation measure. 

Swanson said his bill would provide for 
ratable taking of gas from a reservoir; 
strengthen the commission’s authority to en- 
force pressure maintenance orders; and require 
gas pipe lines to gather casinghead gas pro- 
duced with oil before drawing upon natural 
gas reserves, where it is reasonable to do so. 
The bill provides in part: 

“It shall be the duty of the commission, 
after notice and hearing, to ascertain and de- 
termine the reasonable market demand for gas 
to be used for light and fuel purposes and for 


> 


all lawful purposes to which sweet gas may be 
put under the terms of this article, and by 
proper order to restrict the production of gas 
and prorate same in various fields in this state 
to an amount equal to the reasonable market 
demand therefor. 

“Gas produced with oil and reasonably ac- 
cessible to market shall be given first consid- 
eration by the commission in determining the 
reasonable market demand for gas. In such 
order the commission shall allocate, distribute, 
or apportion, ratably, the total allowable pro- 
duction of gas from gas wells among the vari- 
ous gas wells affected by the order on a rea- 
sonable basis. 

“Tt shall likewise be the duty of the commis- 
sion to prorate ratably the daily gas well pro- 
duction of sour gas produced from each com- 
mon reservoir of sour gas in this state.” 


Washington 


PUD Trial Due 


Pr este ee proceedings against the dis- 
tribution facilities of the Portiand Gen- 
eral Electric Company, which have _ been 
brought by the Clark County Public Utility 
District, will be tried in Tacoma, Judge Charles 
W. Hall of the Clark County Superior Court 
announced last month in an order changing 
venue, according to the motion of attorneys 
for the PGE. The order was issued following 
a special hearing on the motion, during which 
arguments by attorneys for both the utility 
district and the electric company were heard. 

A bond of $1,000 had been posted previously 
to cover the cost of the transfer should the dis- 
trict court decide against the transfer, which 
was made following defendant’s argument that 
parties to the suit were legal residents of dif- 
ferent states. Electric company attorneys 
pointed out that a list of the stockholders in- 
cluded the Chase National Bank of New York 
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city; Marine Midland Trust Company of New 
York; and the Bankers Trust Company, New 
York, as well as the Harris Trust & Savings 
Bank, Illinois. 

Condemnation proceedings against the dis- 
tribution facilities of two other private utili- 
ties are contemplated, PUD attorneys have 
stated, naming the Pacific Power & Light Com- 
pany and the Northwestern Electric Company. 


District Enjoined 


HE Okanogan County Public Utility Dis- 

trict was enjoined temporarily last month 
by the state supreme court from consummat- 
ing sale of $2,000,000 in bonds in connection 
with its condemnation of water power proper- 
ties in that county. 

The court ruled in favor of the Washington 
Water Power Company in a 5-to-2 decision. 
Hearing of the case on its merits was set for 
March 30th. 
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Federal Court Lacks Power to Distribute 
Impounded Funds to Ultimate Consumers 


Fhe of the United States Cir- 
cuit Court of Appeals for the Sev- 
enth Circuit, denying an application by 
Central States Electric Company for pay- 
ment of an impounded fund and direct- 
ing its payment to municipal officials, was 
reversed by the Supreme Court. The cir- 
cuit court, it was held, lacks jurisdiction 
to adjudicate the question of the rights 
of ultimate consumers where funds have 
been impounded during litigation over a 
rate reduction order of the Federal 
Power Commission, 

The commission had ordered the Nat- 
ural Gas Pipeline Company of America 
to cut its rates on natural gas. This order 
was upheld by the Supreme Court [315 
US 575, 42 PUR(NS) 129]. When the 
order was sustained, Pipeline became 
liable to make refunds. The circuit court 
held that it had the power and duty to 
take exclusive control over refunds and 
to determine the rights of all claimants 
in the fund [45 PUR(NS) 469]. Fur- 
ther proceedings relating to disposition 
of these refunds were conducted in the 
Federal court, but Central States Electric 
Company, a wholesale customer of Nat- 
ural Gas Pipeline Company, was not a 
party [47 PUR(NS) 464; 50 PUR 
(NS) 430]. 

Central States filed a petition setting 
forth that it purchased gas from Pipeline 
during the refund period pursuant to a 
contract and set forth grounds on which 
it claimed a refund. The lower court, 
however, directed that the refund be paid 
to municipal officials purporting to repre- 
sent consumers in Iowa. 

The court below was right, said the 
Supreme Court, in its view that it had no 
power, at least in the absence of Federal 
legislation, to fix or adjust Central’s 
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rates, that being a legislative function of 
the state of Iowa. The court below had 
no power as a court of equity to fix rates, 
and as a Federal court it had no power 
to adjudicate a matter within the iegis- 
lative competence of Iowa. Mr. Justice 
Roberts, delivering the opinion of the 
court, said: 

The Natural Gas Act clearly discloses that, 
though its purpose may have been to protect 
the ultimate consumer at retail, the means 
adopted was limited to the regulation of saies 
in interstate commerce at wholesale, leaving 
to the states the function of regulating the 
intrastate distribution and sale of the com- 
modity. That Congress intended to leave in- 
trastate transactions to state regulation is 
clear, not only from the language of the act, 
but from the exceptionally explicit legislative 
record, and from this court’s decisions. ... 

We are of opinion that the court below 
lacked jurisdiction to adjudicate the question 
of the consumers’ rights in the fund in dis- 
pute. 


The ultimate consumers’ rights being 
such as the law of Iowa affords, the court 
continued, there was no reason for the 
payment of the fund to municipalities or 
municipal officers under a quasi trust for 
those found ultimately entitled, thus plac- 
ing the burden on Central to pursue the 
cities or their officers for its recovery. An 
order to this effect, it was said, was not 
within the court’s jurisdiction. The most 
the court below should do, in view of the 
apparent controversy as to the consum- 
ers’ rights to a refund, was to order that 
the fund be held for a reasonable time to 
permit interested parties to litigate the 
issue in a tribunal which would have the 
jurisdiction. 

Justices Black, Murphy, Rutledge, and 
Douglas dissented. They were of the 
opinion that the Federal court should 
grant to consumers relief for injury suf- 
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tered as a result of the Federal court 
action in granting a stay of the commis- 
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sion order. Central States Electric Co. v. 
City of Muscatine et al. 


e 


Curb on Service by Cooperative under 
Bargain Rates 


HE Oklahoma commission espouses 

the principle that for the purpose of 
encouraging development of rural elec- 
trification a utility may establish a lower 
rate level for service to rural codperatives 
than that tendered other users. It recog- 
nizes, however, that proper qualifications 
and restrictions should be placed upon 
this cheaper service to avoid unreasona- 
ble discrimination. Therefore the com- 
mission, in revising electric rate sched- 
ules for service to cooperatives, has 
limited the type of service available un- 
der rate concessions. 

The Oklahoma Gas & Electric Com- 
pany in 1941 established low rates avail- 
able to cooperatives for service in rural 
areas for resale and distribution solely to 
members as ultimate users. Last year it 
proposed that the reduced rates be made 
applicable to ultimate farm users in an 
unrestricted manner and to nonfarm 
users in rural areas with certain restric- 
tions. The proposed restrictions would 
prevent the application of the rate in the 
billing of energy purchased by coopera- 
tives for nonfarm users requiring trans- 
former capacity in excess of 30-kilovolt 
amperes and in communities having a 
population in excess of 250. 

The commission accepted a compro- 
mise plan, proposed by its staff and ac- 
quiesced in by the company, under which 
reduced rates would be available for the 
purchase of energy to be distributed in 
rural areas to the following classes of 
users: (1) general farm use, farm resi- 
dences, rural residences, dairy farms, 
churches, public schools, and community 
houses; (2) filling stations, country 
stores, grist mills, elevators, cheese fac- 
tories, etc., provided any individual user 
does not require in excess of 30-kilovolt 
amperes of transformer capacity; (3) 
for use in small towns and villages, pro- 
vided the energy required by any indi- 
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vidual using in excess of 30-kilovolt am- 
peres of individual transformer capacity 
shall be billed to the codperative under 
the standard resale rate schedule. 
Company representatives urged the 
necessity for a limitation because the co- 
Operatives had departed from their origi- 
nal purpose of supplying electricity only 
to farmers and other small users in un- 
served rural areas. They were going into 
the business of serving large power loads 
and communities of substantial size al- 
ready receiving service. The commission 
strongly favored rates to cooperatives for 
rural purposes as low as they can possibly 
be “short of placing unreasonable bur- 
dens on other customers of the company.” 


The problem of bringing electric service to 
rural areas [said the commission] is one of 
the most important which this state faces. 
Even small urban areas have had electric 
service for many years. During the last fif- 
teen years electric service has been extended 
into the more densely populated rural areas 
but there remain large sparsely settled areas 
where there is still no electric service... 
Ordinary interest rates, taxes, and normal 
costs of doing business have precluded wide 
developments of rural areas by private en- 
terprise. It was to reduce these obstructions 
that the initial rural electrification acts were 
passed by Congress and supplemented by en- 
abling legislation in the states. The rural elec- 
tric coOperative corporations were clothed 
with certain powers, privileges, and immuni- 
ties by means of which the cost of bringing 
electricity to the farmer was greatly re- 
duced. ... 

Consideration has been given to the con- 
tention of a witness for the codperatives that 
the requirement of the application of the 
company’s standard resale schedule for serv- 
ice purchased for certain types of loads 
would restrict the development of the codp- 
eratives. This schedule, it has been pointed 
out, is used by all distributing agencies ex- 
cept rural cooperatives for all energy pur- 
chased for resale purposes. These other agen- 
cies conduct their business apparently with 
success even though they, in many instances, 
do not enjoy the advantages given to the 
cooperatives in low interest rates, low taxes, 
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and other preferential treatment. It seems 
fairly clear therefore that, with their other 
advantages, the codperatives can operate 
profitably on an equal footing with other 
distributing agencies in so far as cost of 
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power for customers not entitled to this rate 
is concerned. 
Re Oklahoma Gas & Electric Co. (Cause 
No, 18422, Order No. 17399). 


e 
Housing Authority Not Entitled to 


Rate Concession 


Hn: authorities created under 
the general statutes of the state of 
Connecticut, receiving telephone service 
from the Southern New England Tele- 
phone Company, according to a decision 
of the state commission, are not entitled 
to rate reductions under the tariff on file 
with the commission and presently in 
force. The tariff granting rate conces- 
sions to municipalities reads as follows: 
Municipal rates as specified above are al- 
lowed oniy where the service is paid for by 
the state, county, or municipal government, 
public school district, parochial school, or 
volunteer fire department without reimburse- 
ment from the individual in whose office the 
service is furnished. 

The commission described the activi- 
ties of the housing authorities, the basis 
for their operations, and rulings in other 
states on the question whether housing 
authorities are “municipal corporations” 
or “public corporations functioning as 
political subdivisions of the state.” This 
narrowed down the issue to the question 
whether the availability clause included 
such customers. | 

The commission stated the principle 
that tariff provisions creating a reduc- 


As Municipality 

tion in rates are to be strictly construed 
because such a practice approaches the 
border ground of discrimination between 
customers. Any rate differential not 
justified from the standpoint of collecting 
from customers charged with the particu- 
lar rate the cost incurred in giving service 
may impose an additional burden on cus- 
tomers who do not enjoy the preferred 
or lower rate. The commission added: 


While the language of § 4 is somewhat 
difficult to understand with respect to its ap- 
plication to public corporations, viewed from 
the aspect of discrimination, as just dis- 
cussed, its meaning appears clear. The cost 
of telephone service used by the housing au- 
thority is not “‘the service... paid for by... 
the state, county, or municipal government 

. without reimbursement .. .” In short, 
there is no burden imposed upon the tax- 
payer as a result of telephone service sup- 
plied to a housing authority. It seems quite 
clear, therefore, that housing authorities, re- 
garded either as municipal corporations or 
public corporations functioning as political 
subdivisions of the state, are not such corpo- 
rations within the meaning of the availability 
clause in the tariff of the Southern New 
England Telephone Company, quoted above. 


Re Southern New England Telephone 
Co. (Docket No. 7557). 


3 


Extensions Financed by Customers Excluded 
From Rate Base 


‘T= California commission, employ- 
ing a discount form of rate reduc- 
tion, made no final pronouncement on all 
differences that had been developed in 
proceedings leading to an interim opinion 
and order. The commission did, however, 
rule that extensions financed by custom- 
ers’ advances not subject to refund in 
full should be excluded from the rate 
base. The unrefunded advances were 
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transferred to the donations account. 

The utility contended that on many of 
these extensions gas sales had increased 
so that the extensions no longer consti- 
tuted a burden to other users of gas, The 
company claimed that it was entitled to a 
return on all such extensions. The com- 
mission, however, said that if earnings 
had increased on this class of extension, 
there was additional reason for excluding 
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them from the rate base. Otherwise, con- 
sumers would be required to pay a return 
on capital amounts advanced by them- 
selves. In developing the base the com- 
mission included in the allowance for 
cash working capital actual amounts 
available for working cash resulting from 
tax accruals ahead of payments. 
Commissioner Rowell, in a dissenting 
opinion, said it was impossible to say 
whether some reduction in rates might be 
justified as the decision did not contain 
an adequate statement of those facts es- 
sential to a determination of what may 
constitute just and reasonable rates now 
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or in the future. He said that the com- 
mission was proceeding to translate into 
a rate reduction a large part of income 
taxes which the company was paying to 
the Federal government. Commissioner 
Craemer, dissenting, said that he had not 
been afforded the opportunity of a full 
discussion of the underlying facts in sup- 
port of the majority opinion and order as 
drafted, at a duly called meeting of the 
commission. He agreed with Commis- 
sioner Rowell’s views regarding the 
treatment of taxes. Re Southern Counties 
Gas Co. of California (Decision No. 
37521, Case No. 4716). 


e 


Accounting Revisions by New York Commission 


Upheld by Court 


RDERS of the New York commission 
directing the Pavilion Natural Gas 
Company to make certain journal entries 
on its books of account were upheld by 
the appellate division of the New York 
Supreme Court. The court could not say 
that the decision of the commission was 
arbitrary or without evidential support. 
The company had acquired from the 
affiliated Pittsburgh Gas & Oil Company, 
in 1915, physical property costing only 
$38,247.89. The property was entered on 
the purchaser’s books at $200,000. This, 
the court said, resulted in a write-up of 
$161,752.11. The commission had di- 
rected that the sum of $93,016.80 be 
written off by charging the same to 
earned surplus. A part had been written 
off by accruals to depreciation reserve. 
The company had obtained authority 
from the commission, in 1922, to con- 
struct a gas transmission line under the 
terms of an agreement with another com- 
pany, and there was evidence that the 
application was made under pressure 
from a member of the commission. The 
venture turned out to be improvident, but 
these facts, said the court, could not be 
held to affect proper accounting methods. 
The company was to construct the line 
and hold title until 50 per cent of the cost 
had been paid by the other company in 
the form of rebates on gas purchased. 
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The gas supply failed in 1925 before title 
had been transferred. Part of the cost 
was salvaged, but the utility sustained a 
loss of more than $27,000. It had charged 
this loss off by debits to retirement re- 
serve in the years 1930 and 1931. 

This charge to retirement reserve was 
held by the commission to be improper on 
the ground that the entire transaction had 
nothing whatever to do with such reserve. 
The court upheld the commission’s views, 
and the loss was required to be charged 
to surplus. It was said that the reserve for 
depreciation is not an odd lot corner to 
which every loss may be thrown, irre- 
spective of its source, but a reserve set 
up solely for the purpose of providing 
for depreciation of physical plant. 

The commission’s action, in excluding 
from property cost a construction fee 
paid to an affiliate, was also upheld. The 
company had not shown that the fee was 
reasonably necessary and proper. 

A transfer of part of retirement reserve 
to surplus was reversed since the com- 
pany had not obtained authority from the 
commission for this transaction. The 
court would not go into the question 
whether the commission should now ex- 
ercise its discretion in approving the 
transaction as of the date when it was 
made. Pavilion Natural Gas Co. v. Malt- 
bie et al. 
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Commission Findings Supported by Substantial 
Evidence Must Be Upheld 


“i first ruling on the division of 
power between the Wisconsin com- 
mission and the courts of that state under 
the Uniform Administrative Procedure 
Act of 1943 resulted in affirmance of a 
commission order because the determina- 
tion was not “unsupported by substan- 
tial evidence.” Judge Reis of the Dane 
County Circuit Court reviewed the rul- 
ings on conclusiveness of commission de- 
cisions prior to enactment of the 1943 
statute and compared the rulings under 
the Industrial Commission law. Findings 
of that commission, he said, are to be 
sustained unless supported by “credible” 
evidence. 

The commission had denied authority 
to Schneider Transport & Storage, Inc., 
to act as contract carrier for Manitowoc 
Shipbuilding Company, Judge Reis indi- 
cated that he might have reached a differ- 
ent conclusion on the evidence and said 
that if the commission decision had been 
the other way the court would have af- 
firmed it with equal, if not greater, 
alacrity. Under earlier statutes the com- 
mission’s order was merely “prima facie 
reasonable,” and under the Public Utili- 
ties Law the commission’s determination 


‘ 


might be upset by “clear and satisfactory 
evidence.” The new statute, however, 
provides that the court may not reverse 
unless findings are unsupported by “sub- 
stantial’ evidence. 

Judge Reis said: 

We cannot avoid the conclusion that the 
terms “credible” and “substantial” are now 
being used interchangeably. And this must 
be true, if “substantial” is a “requirement,” 
of the Federal rule, and if the evidence 
must be substantial .. . 

We believe that there is more record evi- 
dence against the commission’s position than 
for it. We cannot be governed, however, by 
the greater quantity of evidence, so long as 
“substantial” evidence exists to back up the 
commission’s conclusion... . 

This is a case of “Our commission, may 
she always be right, but—right or wrong— 
our commission.” 

Schneider Transport & Storage, Inc. et 
al. v. Wisconsin Public Service Commis- 
sion. 

Subsequently the court reversed orders 
of the commission in another case on the 
ground that the commission “did not cite 
one scratch of evidence.” The commis- 
sion had denied an application for a di- 
rect trucking route because it was not 
shown to be “in the public interest.” 


e 


Police Action Not Sufficient Basis for 
Denying Telephone Service 


A order was granted by a New York 
court compelling restoration of tele- 
phone service to a subscriber who had 
been found not guilty of bookmaking, al- 
though he was described as an ardent 
bettor on horse races, using his telephone 
frequently for placing wagers with book- 
makers. 

The police, without a search war- 
rant, had forcibly entered his apartment 
and removed the telephone instrument. 

Following acquittal the subscriber de- 
manded restoration of service. The com- 
pany referred the matter to the police de- 
partment in accordance with an under- 
standing or arrangement to the effect that 
whenever a subscriber’s service is inter- 
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rupted by the police, or whenever the po- 
lice request termination of service upon 
an alleged violation of law, the company 
will terminate service and not restore it, 
until the police department has given ap- 
proval. The police department did not ap- 
prove restoration, and restoration was re- 
fused by the company. The court said: 


It seems clear to me that the company’s 
refusal to restore the service for the reason 
stated constitutes no defense to this proceed- 
ing, and that petitioner is entitled to an order 
of mandamus compelling the restoration of 
the telephone service. 

Codperation between the police department 
and the telephone company to combat crime 
is a commendable arrangement, but however 
laudable the object and purpose they may not 
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intertere with and cannot be permitted to in- 
terfere with or destroy the legal rights of 
telephone subscribers; nor can any such ar- 
rangement override the statutes relating to 
that subject; these laws are superior to any 
agreement or arrangement which the poiice 
department and the telephone company may 
enter into. 


A telephone company, the court con- 
tinued, may not refuse services because 
of mere suspicion or mere belief that they 
may be or are being used for an illegiti- 
mate end. Neither the police commis- 
sioner nor the police department, it was 
pointed out, has any jurisdiction or au- 
thority over the matter of furnishing 
service. Approval or disapproval is 
meaningless in so far as any legal effect 
is concerned. 

Commenting on a point made by the 
company that it should not be required to 
assume the burden of deciding whether 
or not it should comply with a police re- 
quest, the court did not see that the com- 
pany should be put on a plane different 
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from that of any person who is con- 
fronted with a problem. It must solve it 
as best it can. 

As to a contention that the residence 
telephone was used “as a conduit for en- 
abling the crime of bookmaking to be 
committed,” the court said that at com- 
mon law bookmaking was not a crime. 
It had been made a crime by statute, and 
it was only against the professional gam- 
bler that the statute was directed and not 
against the bettor. 

Although the court granted a manda- 
mus order against the company, it dis- 
missed the proceeding as to the police 
commissioner, who was also made a party 
to the proceeding. It was said that manda- 
mus is a remedy which may be invoked 
to compel a public officer to do an act or 
discharge a duty specifically required of 
him by law to be performed. Where no 
duty or obligation rests upon him, man- 
damus may not be employed as a remedy. 
Re Shillitani (Valentine). 


e 
Other Important Rulings 


ee California commission held that 
a showing that an express corpora- 
tion, prior to the critical date for estab- 
lishment of a prescriptive right, had en- 
gaged in extensive investigations and 
negotiations leading to agreements with 
underlying carriers, had filed a tariff with 
the commission, and had conducted sub- 
stantial transportation services between 
representative points within the territory 
was sufficient to establish a prescriptive 
right to serve such territory, since it is 
not essential that a carrier embarking in 
business should serve at the outset all the 
points named in his tariff, as this would 
be so exacting a rule as to ignore the nor- 
mal growth of business. Re Coast Line 
Express et al. (Decision No. 37475, Ap- 
plication No. 24366, Case No. 4601). 


Attorneys for individual stockholders 
opposing a plan filed by a holding com- 
pany and its subsidiary under § 11(e) of 


the Holding Company Act to effectuate 
compliance with § 11(b) of the act are 
not entitled to receive any fee or reim- 
bursement for expenses from the hold- 
ing company or its subsidiary, where the 
attorneys represented individual security 
holders rather than a class of investors, 
and where their services were not shown 
to have materially contributed to the de- 
velopment of the plan, the progress of the 
proceedings, or the welfare of the estate, 
ruled the SEC. Re Columbia Gas & Elec- 
tric Corp. et al. (File Nos. 54-56, 59-33, 
70-263, 70-371, 70-387, 70-430, 70-431, 
Release No. 5460). 


The New York commission denied ap- 
proval of the transfer of a portion of an 
operating certificate where it was shown 
that the transferee had flagrantly violated 
the statute by long-continued operations 
without authority. Re Coveney & Evans, 
Inc. (Case MT-2699). 


Note.—The cases above referred to, where decided by courts or regulatory commissions, will 
be published in full or abstracted in Public Utilities Reports. 
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PENNSYLVANIA PUBLIC UTILITY COMMISSION 
| Robert Pfeifle, Mayor, City of Bethlehem 
“ v. 
) Pennsylvania Power & Light Company 


Complaint Docket No. 9556 


| Pennsylvania Public Utility Commission 
Vv 


Pennsylvania Power & Light Company 


Complaint Docket No. 10867 
January 3, 1945 


. . of electric, gas, and steam-heating rates; rates 
in effect held not to be unjust, unreasonable, or productive of 
excessive return. For decision relating to temporary rate reduc- 


tion, see (1938) 27 PUR(NS) 174. 


4 Valuation, § 41 — Rate base — Evidence of invested capital. 

1. Evidence upon the subject of invested capital should be disregarded in 
* determining a rate base, in view of the rule that capitalization is ordinarily 
no evidence of value and that a utility is entitled to earn on the basis of 
fair value, p. 6. 
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Valuation, § 288 — Working capital. 
2. Working capital and materials and supplies are items to be added to the 
property rate base, p. 6. 

Valuation, § 332 — Going concern value — Separate allowance. 
3. Going concern value must be considered in arriving at a rate base, but 
no separate allowance need be made therefor, p. 6. 

Valuation, § 114 — Financing cost — Common stock. 
4. The cost of financing of common stock is not allowable as an element of 
rate base, p. 7. 

Valuation, § 114 — Financing cost — Preferred stock. 
5. Cost of financing applicable to preferred stock should be allowed in 
determining reproduction cost as an element of rate base where the pre- 
ferred stock resembles indebtedness, in that the dividend rates and its share 
in assets are limited to specific amounts and such dividends and asset shar- 
ing precede common stock in priority, p. 7. 

Valuation, § 39 — Rate base — Reproduction cost as element. 


6. Reproduction cost based upon the fair average prices of materials, prop- 
erty, and labor is one of the elements of fair value, p. 9. 


Valuation, § 70 — Cost of property — Evidence. 
7. Cost of plant to a public utility company is not determinable from the 
record when the evidence shows actual outlay for about half the property 
constructed by the company and reproduction cost at date of acquisition for 
the other half, acquired from predecessors, p. 10. 


Valuation, § 114 — Financing cost. 
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8. Cost of financing, although properly includable as an item of reproduc- 7 
tion cost, is not includable in original cost or its substitute, historical cost, | 


unless it can be shown that such cost was actually incurred and charged 
to capital, p. 12. 


Valuation, § 359 — Going concern value — Cost of opportunity of integration. | 


9. An item representing the cost of the opportunity of integration, now ff 
translated into going concern value, is a questionable item of historical cost, F 


p. 12 
Valuation, § 67 — Historical cost determination — Cost to nonutility company. 
10. An amount in excess of the cost of property acquired by a public utility 


company from a nonutility company, representing not its own expenditure f 
but the expenditure of the nonutility company, is a questionable item of his- [ 


torical cost, p. 12. 


Valuation, § 129 — Historical cost determination — Administration overheads —} 


Revision of figures. 
11. The judgment of officers at the time of construction of property, in 


allocating administration overhead between supervision of construction and > 
of current operation, is more reliable in determining historical cost than 
the present judgment of a witness who concludes that the amount of ad-f 


ministration overhead charged to plant is too little, p. 12. 





Valuation, § 131 — Historical cost determination — Acquisition cost. 
12. Acquisition cost paid by a public utility company to acquire predecessors 
and estimated acquisition costs included in the price paid for purchased 
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property are not part of original cost of construction or of the historical cost 
substitute, p. 12. 


Valuation, § 143 — Organization cost — Predecessor companies. 
13. The cost of organizing predecessor companies which secured no charter 
rights directly and are now out of business should not be included in his- 
torical cost, p. 12. 

Valuation, § 98 — Accrued depreciation — Statistical age-life studies. 
14. A determination of accrued depreciation by use of property mortality 
and life expectancy tables (analogous to life insurance processes) and com- 
putations of present worth, was held to be unacceptable, p. 14. 


Valuation, § 101 — Accrued depreciation — Observation method — Sufficiency of 
evidence. 

15. A determination of accrued depreciation based on actual observation 

of the condition of property coupled with a study of obsolescence was held 

to be unacceptable where service lives were not made dependent upon ages 

of property and field inspections were made so rapidly that no sufficient 


basis was established for the exercise of a full and reasonable judgment, 
p. 14. 


Valuation, § 330 — Going concern value. 


16. Going concern value is an element which is a weighting factor in de- 
termination of fair value, and such fair value is a matter for the Commis- 
sion’s judgment, p. 22. 


Valuation, § 307 — Working capital — Electric utility — Relation to operating 
expense. 
17. An allowance for working capital of an electric utility based on one and 
one-half months’ operating expenses, excluding taxes and retirement re- 
serve appropriations, is properly included in the rate base, p. 23. 


Valuation, § 294 — Working capital — Necessary bank balances. 


18. An addition to working capital to represent bank balances claimed to be 
necessary to avoid a service charge should be disallowed when no evidence 
is submitted to show that the practice of maintaining large balances is more 
economical than payment of the service charge and where there is an as- 
sumption that the cash required and made available to the utility in excess 
of out-of-pocket expenses is provided by the investment of capital, while, in 
fact, depreciation accruals and tax accruals are more than enough to take 
care of necessary bank balances, p. 23. 


Valuation, § 294 — Working capital — Working funds — Petty cash. 

19. An allowance for working capital should not include an additional 
amount for necessary working funds, representing petty cash in the hands 
of employees and working capital required for a generating station jointly 
owned with another company and administered by the latter, where the costs 
of operating this plant and the petty cash outlay are already included in 
operating expenses for which a working capital allowance has been made, 
p. 23. 


Valuation, § 298 — Working capital — Prepaid expenses. 


20. An item of average prepaid expenses, constituting a duplication to a 
certain extent because it represents automobile licenses and insurance costs 
one-eighth of the annual amount of which is included in the operation ex- 
pense working capital, should be reduced by one-eighth, p. 23. 
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Return, § 24 — Attraction of capital — Return related to outstanding securities. 
21. Testimony as to what return is required in order that a public utility 
company’s securities may maintain a satisfactory rating, based upon the 
amount of return needed rather than a return which the company might be 
entitled to earn, is irreconcilable with the principles of rate making and is 
of no evidentiary value, since this concept of return relates to outstanding 
securities and other requirements and not to property values, p. 25. 


Return, § 22 — Factors affecting reasonableness — Location and size — Cost of 
money. 
22. Determination of a return allowance is properly based upon a consid- 
eration of location, size, and character of business in relation to business 
conditions; current cost of money in the markets; rate of earnings of 
American corporations; ratio of those earnings to prices of securities to 
which they are related, and similar factors, p. 26. 


Rates, § 87 — Electric utility. 
23. A return of 6 per cent on the rate base of an electric utility was al- 
lowed, p. 26. 


Return, § 92 — Gas utility. 
24. A return of 64 per cent on the rate base of a gas utility was allowed, 
p. 26. 


Return, § 96 — Steam-heat utility. 
25. A return of 6.75 per cent on the rate base of a steam-heat department 
was allowed, p, 26. 

Depreciation, § 28 — Annual allowance — Differences in present worths. 
26. No reliance can be placed upon depreciation figures when calculated 
by the differences-in-present-worths method, and hence having no relation- 
ship to depreciation as defined by the courts, and when the present-worth 
method is applied to alleged cost-to-company figures which are not in fact 
what they purport to be, p. 27. 

Expenses, § 109 — Taxes — Accruals on books. 
27. Book figures reflecting a public utility company’s tax accruals, being 
merely recorded estimates of taxes made in advance of final computation, 
should be disregarded in estimating taxes in a rate case where tax returns 
reflecting final computations differ from them, p. 29. 


Apportionment, § 14 — Capital stock tax — Utility departments. 
28. Capital stock taxes should be allocated to separate utility departments 
upon the basis that each contributes towards the value of the capital stock, 
instead of basing an allocation on operating revenues having no connection 
with the tax, where the Federal tax basis is declared. value and the state 
tax is predicated on actual value in cash measured by market price of 


stock, earnings, and intrinsic net worth; and where rate base findings meas- 7 
ure each contribution from both the assets and earnings standpoint, they 


should be used to allocate capital stock taxes, p. 30. 


Expenses, § 114 — Federal income taxes — Increases during war. 
29. Allowances for Federal income taxes in a rate case during a war pe- 


riod should not be limited to the normal tax which was in effect during 
peacetime, on the theory that surtax and excess profits tax subsequently 


enacted are wartime emergency taxes and hence improper measures of 
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future tax costs, when it appears that the government debt being accumu-§ 
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lated as a result of war financing will require peacetime taxation for its 


servicing and repayment, p. 31. 


Expenses, § 114 — Federal income tax — Excess profits tax — Capital struc- 


ture as a factor. 


30. Allowances in a rate case for Federal income taxes should be premised 
on the assumption that a public utility is financed entirely with equity se- 
curities when that assumption will be of benefit to the consumer, in view 
of the methods of “excess profits” determination under the Federal tax 
laws (not reconcilable with the principles of rate making as laid down by 
the courts) and the established principle that a public utility is entitled to 
earn a fair over-all return upon plant regardless of partial financing by 


low-cost borrowed money, p. 31. 


Apportionment, § 14 — Income taxes — Separate departments. 


31. Income tax expense of a public utility company was apportioned to 
electric, gas, and steam departments upon the basis of allowed return on 


those services, p. 34. 


Valuation, § 67 — Historical cost — Definition. 


Statement that historical cost of public utility property has always been 
interpreted to mean the estimated cost to the corporation or other entity 
which first devotes it to public use, p. 12. 


Expenses, § 114 — Federal income taxes — Excess profits tax. 


Computation by Pennsylvania Commission to determine taxable income 
which, after deduction of taxes, will produce allowable return less bond 
interest, in order to determine allowable over-all Federal income taxes, 
including excess profits tax, in a rate case, p. 33. 


(BucHANAN and Morcat, Commissioners, dissent.) 


By the Commission: Pennsylvania 
Power & Light Company (hereafter 
called the “company” or “respond- 
ent”) is a public utility formed June 
4, 1920, and has its principal office 
at Allentown, Pennsylvania. It fur- 
nishes electric service to approximate- 
ly 424,900 consumers in 28 counties 
of central and eastern Pennsylvania; 
and in various communities scattered 
through its electric territory, it also 
serves 63,700 consumers with manu- 
factured gas and 1,360 with steam 
heat. 

On March 17, 1933, the mayor of 
the city of Bethlehem brought a rate 
complaint against the company, and on 
August 1, 1935, the Public Service 
Commission (predecessor of this Com- 


mission) instituted another rate case 
against the company on its own mo- 
tion. On April 20, 1936, the two 
cases, involving similar issues, were 
consolidated for purposes of hearing 
and determination. 

The history of these cases has had 
two phases. The first phase, which 
began with the dates of institution of 
the two cases and carried through 
various hearings, ended on December 
5, 1938, 27 PUR(NS) 174, when the 
Commission, by order, directed the 
company to establish temporary rates 
providing for reductions in the com- 
pany’s electric revenues of approxi- 
mately $2,300,000 annually. The tem- 
porary character of these rates arose 
from the fact that the company had not 
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completed an inventory and valuation 
of its property, and it was expected 
that when completion had been at- 
tained, further hearings and a further 
order would be required. This phase 
of the cases involved only 684 pages 
of testimony and 81 exhibits contain- 
ing 2,010 pages. 

Early in 1941, the company sub- 
mitted its valuation estimates, and 
hearings upon the second phase began 
April 23, 1941, and ended July 28, 
1943. The record of the second phase 
is much larger than the first, and con- 
sists of 5,480 pages of testimony and 
305 exhibits containing 32,902 pages. 
This order is issued to dispose finally 
of the rate cases. 

It is unnecessary for us to review 
certain of the testimony and exhibits 
of this record, for the reason that they 
have been superseded by later informa- 
tion. For example, while there are in 
the record exhibits showing reproduc- 
tion cost at December 31, 1940, 1941, 
1942, and (based on anticipated condi- 
tions) 1943, we will review only the 
exhibits which support the reproduc- 
tion cost at December 31, 1942, as that 
date is the latest for which a finding 
can be made from the record for each 
of the elements of value and for operat- 
ing expenses. 

[1] Certain other evidence, devel- 
oped upon the record, will be disre- 
garded, for other reasons. For ex- 
ample, while the record contains a 
great deal of evidence upon the sub- 
ject of invested capital of the com- 
pany, this evidence will be disregarded 
by reason of the opinion of the Penn- 
sylvania superior court in Peoples 
Nat. Gas Co. v. Public Utility Com- 
mission (1943) 153 Pa Super Ct 
475, 51 PUR(NS) 129, 136, 137, 34 
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A(2d) 375. In that opinion the 
court said: “Even the severest crit- 
ics of the present value doctrine con- 
ceded that capitalization is ordinarily 
no evidence of value,” and then went 
on to say that the utility “is entitled 
to earn on the basis of the fair value 
of the property presently dedicated to 
public use.” 

The discussion which ensues will 
take up the various matters we have 
considered in the following order: 

I. The elements of fair value of elec- 
tric property 

Reproduction cost 

Cost to company 

Historical cost 

Accrued depreciation 

Going concern value 

Working capital 

Fair value of electric prop- 

erty 
II. The fair value of gas and steam 
properties 

Reproduction cost 

Cost to company 

Historical cost 

Accrued depreciation 

Going concern value 

Working capital 

Fair value of gas and steam 

properties 

III. Rate of return 

IV. Revenues and expenses 
A. Electric 
B. Gas and steam 

V. Findings and order 


OMMOOW > 


AMMO w D> 


I. The Elements of Fair Value of 
Electric Property 


A. Reproduction Cost 

[2,3] The company has submitted, 
as Exhibit 330, an “Appraisal of 
Property at December 31, 1942, on 
Basis of Reproduction Cost New as of 
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December 31, 1940,” which shows the 
following figures: 


Physical property and intangibles 
other than below .......... $220,513,180 
Less: 
Miscellaneous nonuseful struc- 


THSES CEZZIO) oonccccecicces 140,204 
$220,372,976 

Wormine Capital ..2...66<8ceee- 4,722,105 
Materials and supplies ........ 4,135,479 
Cost Of fiance ....os.c00. 6006. 7,397,207 
Going concern value .......... 24,000,000 


Reproduction cost—Electric $260,627,767 


Working capital and materials and 
supplies are items to be added to the 
property rate base, and will be dis- 
cussed in section I-F. Going concern 
value, under the opinions of the Penn- 
sylvania superior court, must be con- 
sidered in arriving at a rate base, but 
no separate allowance need be made 
therefor. We will discuss going con- 
cern value under its own heading in 
section I-E. In this section A, we 
will discuss the physical property and 
intangibles, including cost of financ- 
ing, aggregating $227,770,183. 

[4, 5] The cost of financing of $7,- 
397,207 was exlained by witness Car- 
hart. He assumed that the property, 
if reconstructed now, would be fi- 
nanced by debt, preferred stock, and 
common stock, in the same proportions 
in which these securities appear in the 
company’s capital structure. He testi- 
fied that the actual experience of the 
company in 1939, when its present 
debt was issued, is a fair measure of 
what might be expected if the property 
were being financed today, and that 
the cost of financing that debt was 
2.308 per cent. He estimated that the 
cost of issuing the preferred stock 
would be 4 per cent and that similar 
costs applicable to common stock would 
be 8 per cent, based upon reports of 
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the Securities and Exchange Com- 
mission and the recent experience of 
certain utilities. 

In Solar Electric Co. v. Public Util- 
ity Commission (1939) 137 Pa Super 
Ct 325, 31 PUR(NS) 275, 299, 9 
A(2d) 447, the superior court said: 

“We cannot agree with the conten- 

tion of respondent that it is entitled 
to capitalize the expense of marketing 
the stock of the company. It would 
confuse rather than simplify the proc- 
ess of rate making to treat the expense 
of marketing the common stock of the 
utility as cost of financing. That sub- 
ject may better be considered under a 
different head. We are of 
the opinion, therefore, as we have be- 
fore indicated, that the cost of market- 
ing the stock of the company is not 
a matter for capitalization as part of 
the rate base. The utility is compen- 
sated for the capital furnished by it 
in the fair return allowed.” 
The same court, in Cheltenham & A. 
Sewerage Co. v. Public Service Com- 
mission (1936) 122 Pa Super Ct 252, 
15 PUR(NS) 99, 107, 186 Atl 149, 
said : 

“We are therefore of the opinion 
that in a rate case brokerage fees as 
such should be confined strictly to such 
fees as have been or would be paid 
to a broker for selling the bonds, 
debentures or like securities, which 
have a lien preferred to the common 
stock.” (Italics ours.) 

It is clear from these decisions that 
the cost of financing of common stock, 
at least, is not allowable as an element 
of rate base, but as neither of them in- 
volved a utility financed in part with 
preferred stock, they do not furnish 
us directly with a guide as to the treat- 
ment of financing costs applicable to 
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that type of security. Our approach 
to the question, therefore, is to deter- 
mine whether the characteristics of the 
preferred stock coincide more closely 
with those of common stock or those 
of indebtedness, and to decide the is- 
sue according to their resemblance. 
The company’s preferred stock does re- 
semble indebtedness upon two points: 
first, the dividend rates upon it, and 
its share in the assets, are limited to 
specific amounts; and second, such 
dividends and asset-sharing precede 
the common stock in priority. The 
holders of preferred stock do have a 
claim in the nature of a lien on the 
assets of the corporation in preference 
to the holders of the common stock, 
and they do not participate in the prof- 
its in excess of the stipulated rate of 
return. We conclude, therefore, that 
the characteristics of the preferred 
stock are more nearly those of a 
“bond, indenture, or like security” 
than of common stock, and consequenf- 
ly that the cost of financing applicable 
to it should be allowed. 


The company’s common stock con- 
stituted 9.25 per cent of its total out- 
standing securities at December 31, 
1942, and this ratio, applied to the 
$220,372,976 figure shown in the 
above table, produces $20,384,500 as 
the amount of reproduction cost which 
would be financed through the issuance 
of common stock. Using witness Car- 
hart’s 8 per cent factor, produces $1,- 
630,760 as the cost of financing appli- 
cable to common stock which we dis- 
allow. We therefore find that the 
allowable cost of financing in respond- 
ent’s reproduction cost estimate is 
$5,766,447. 

In the preparation of respondent’s 
reproduction estimate, only one price 
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quotation was secured for each item of 
property, eliminating the competitive 
element. The prices actually paid by 
respondent for similar items were not 
considered. Freight rates on poles, 
for example, were 45 cents per hundred 
pounds, while the actual average cost 
was 36.8 cents. Labor rates were not 
those actually paid by general con- 
tractors in the territory for projects 
of similar scope but were based on data 
obtained from the United States De- 
partment of Labor, The Builders’ As- 
sociation (Chicago), Pennsylvania 
Department of Labor and Industry, 
and business agents of various trade 
unions. Labor performance rates, to 
which labor costs were applied, were 
determined by a study of installation 
costs of only a small portion of re- 
spondent’s property. For example, 
11,542 poles, of a total inventory of 
301,511, or 3.8 per cent, were studied, 
and the number of poles selected for 
each operating division was dispro- 
portionate to the total number in that 
division. The company, in comput- 
ing units of labor performance, indirect 
field costs and general overhead con- 
struction costs, studied expenditure 
requisitions, 95 per cent of the work 
of which had been done by Phoenix 
Utility Company, an affiliated en- 
gineering concern, although 70 per 
cent of the work done for the com- 
pany by Phoenix was of a nature mate- 
rially different from the wholesale con- 
struction which would be involved in 
the reproduction of the property. 
Moreover, respondent did not audit 
Phoenix’s costs, but accepted them at 
face value. The construction over- 
heads applied by respondent, approxi- 
mating 39 per cent of the physical costs 
in the reproduction estimate, apparent- 
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ly are not related to the actual experi- 
ence of the company. Numerous 
other defects could be cited. 

All of these defects are noted, lest 
they be considered to establish a prec- 
edent as to what the Commission con- 
siders acceptable evidence in other 
cases. 

Respondent’s reproduction cost esti- 
mate at December 31, 1942, including 
cost of financing as adjusted by us, 
totals $226,139,423. 

The material, labor, and overhead 
estimates included in the reproduction 
cost study were first made as of De- 
cember 31, 1937. Then, through the 
application of price trend data devel- 
oped by Carhart’s firm (Jackson & 
Moreland), the figures were adjusted 
to show reproduction cost at Decem- 
ber 31, 1940. The figures were then 
still further adjusted for net additions 
for 1941 and 1942, to reflect the De- 
cember, 1942, status. 

It is to be noted that the estimates 
are thus based upon spot prices at 
December 31, 1940. The Pennsyl- 
vania superior court, in the Peoples 
Natural Gas Case (supra), held that 
“fair value’ must be the rate base un- 
der Pennsylvania Law and that “a de- 
tailed list of the elements constituting 
fair value, was carried over from the 
Public Service Act of 1913.” (51 
PUR(NS) at p. 138.) 

[6] Reference to Art V, § 20 of 
The Public Service Company Law re- 
veals that “reproduction cost, based up- 
on the fair average prices of materials, 
property, and labor” is one of the ele- 
ments of fair value. Since reproduc- 
tion cost is given an important place 
in valuation by the court decisions, it 
has become advisable to examine the 
meaning of the term in Pennsylvania 
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Law. Also, since the court states that 
the meaning of the term at the time 
the act was passed is controlling, our 
research must be directed to determine 
that meaning. As a matter of infor- 
mation, the Commission has analyzed 
the rate cases decided by its predeces- 
sor in the first ten years of that pred- 
ecessor’s existence, which years com- 
prehended a period when reproduc- 
tion cost was always important, and 
very often the sole rate base element. 
The results of that study show that in 
every case where the basis of reproduc- 
tion cost estimate appears, that basis 
is a 5-year average, a 10-year average 
or a 20-year average, with the occa- 
sional addition of a one-year aver- 
age or a spot price estimate. In 59 
cases, a 5-year average was used and 
in 32 cases a 10-year average was used. 
The combined 91 cases constitute al- 
most all those decided in that period. 


A spot price, it is to be noted, re- 
flects the condition of the market at a 
single instant of time, and gives full 
weight to any abnormal economic fac- 
tor which may be operative at the par- 
ticular moment of pricing. An aver- 
age price, on the other hand, by hav- 
ing as its bases the prices charged over 
a number of years, irons out the short 
fluctuations of recent price history and 
thereby provides a better foundation 
for forecasts. Some idea of this dif- 
ference may be gained from a part of 
the public utility construction cost in- 
dex compiled by Francis S. Haberly, 
to which Carhart refers in Exhibit 134 
(1913 prices-100) : 


Year Cost Index 
ROBES « cihucccuceiewecatetadenwnes 195 
MAA c Seccnuntunmasddeuemecaewes 173 
GOES. Seve caewcacuvateseouceees 188 
NORMS Vscdurikacsawacderereakewias 187 
WES sesesieviusecdvcdasitveace ss 184 
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Year Cost Index 
BOBO G5 ars taneeccs RaSeaRweaien 183 
DOPE So laacaibiatecs ¥ sree aa areie esi eience ers 178 
Oe IG ER eee epee 178 
Bi oestataccela Grete ister evaterea euera ie 181 
LOT An an ere PRO N Pener eee 176 
BUI chy varia ves avec tole nea tee oe Os 165 
Re iri Shel Tole are Sinko Ae iene atars 152 
LIC TS Wp rye ar ere Rn ne Aurea 157 
OG ee eT RC RC Ret eg enter a 172 
ROR Sie ere, a ey Setar 174 
BEDS trea epee cese sista rains 176 
BT fare pies ee cr a steees ieee 197 
LL RSS On Pere ee er een Pa rere ye 198 
POSE sire Sass Sains ea wion a eniea es 196 
RO yaritencitcicion nae tee anche 200 


It is very easy to identify from this 
table the economic abnormalities of the 
last two decades. The swift change in 
price levels from 1921 to 1923 ac- 
curately reflects the minor depression 
and recovery of that period. From 
1923 through 1930, prices did not vary 
more than five points from year to 
year, but the drop from 1930 to 1932 
totaled twenty-four points, and the de- 
pression remained very noticeable to 
the end of 1933. For 1934 to 1936, 
prices were again stable, but the gain 
of 1937 over the preceding year was 
twenty-one points, or nearly as much 
as the drop in the depression years. 
It is apparent from this table, as well 
as from common knowledge of cur- 
rent conditions, that the present price 
phase is as abnormal as were the de- 
pression years. The table itself shows 
that the average price index of the past 
twenty years, exclusive of the abnormal 
ones noted above, approximated 180, 
or roughly 10 per cent less than the 
1940 index. 

If this percentage were applied to 
respondent’s spot price reproduction 
estimate to obtain an estimate based 
on average prices, the resultant repro- 
duction cost would be $203,525,481. 


B. Cost to Company 
[7] Respondent submitted as Ex- 
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hibit 139 an “Appraisal of Property 
As of December 31, 1937, on Basis 
of Cost to Company,’ which was 
brought down to December 31, 1942, 
in its Exhibit 332. The amount shown 
for electric property at the latter date, 
exclusive of working capital, cost of 
financing, “going concern value added 
by P. P. & L. Co.,” and accrued de- 
preciation, is $204,678,953. 

Although the exhibit purports to 
show cost to respondent, that is, its 
actual outlay, the accompanying testi- 
mony of Carhart shows the true com- 
position of the figures. Excerpts from 
that testimony follow (Italics ours) : 

1. “The cost of the property ac- 

quired by the company throughout 
the years and still in existence at De- 
cember 31, 1937, reflects the cost to 
construct new as of the various dates 
of acquisition, thereby including any 
enhancement in structural value of the 
physical property as contrasted with 
its original cost at the date of con- 
struction.” 
It thus appears that about half of 
respondent’s property, acquired from 
predecessors, is not stated at the cost 
to respondent, but at the reproduction 
cost at date of acquisition. 

2. “The amount shown for total 
property . amounting to $22,- 
883,960 includes $12,483,586 
representing the cost incurred by 
Pennsylvania Power & Light Com- 
pany for the opportunity to create the 
present integrated and interconnected 
electric power system and the coordi- 
nating of the gas and steam-heating 
businesses of the acquired companies 
with the present integrated and inter- 
connected electric power system of the 
company, together with $10,000,000 


for going-concern value acquired from 
10 





’ 





predecessor companies and paid for by 
Pennsylvania Power & Light Com- 
pany. Also included in this total 
amount is an amount of $400,374 for 
the determined cost of the leasehold of 
the Lehighton Distribution System 
. . .” (Note: The Lehighton 
leasehold terminated May 1, 1943.) 

3. “The amounts shown : 
are composed of two items: 

““1, The amount of general office 
administration expense estimated as 
the actual cost of this element in the 
property constructed by Pennsylvania 
Power & Light Company, per se, to- 
gether with interest during construc- 
tion thereon, which amount ts in excess 
of the amounts actually appearing on 
the books and records of the company.’ 

4. “Material and equipment prices 
as of the dates of acquisition were ob- 
tained . through quotations from 
the various manufacturers and dealers 
in the same manner as has been pre- 
viously explained with respect to the 
reproduction cost new appraisal. The 
labor rates used were based upon a 
complete and comprehensive study of 
the labor rates current at the various 
dates of acquisition and covered a 
study of the Pennsylvania Power & 
Light Company payrolls, data from 
predecessor company’s records, and 
various outside sources such as the 
U. S. Department of Labor.” 

Carhart did not identify the amounts 
by which the reproduction costs at 
dates of acquisition (excerpts 1 and 
4) vary from actual cost to respond- 
ent, and consequently true cost to com- 
pany cannot be determined. 

There are other points concerning 
this exhibit, however, which should 
be noted. Commission witness Bar- 
clay prepared Exhibit 237, showing the 
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corporate and financial development of 
respondent from its inception on June 
4, 1920, to December 31, 1941. That 
exhibit shows clearly that the interests 
which formed respondent, and which 
continue to control it today, have 
again and again bought properties at 
arm’s length for one price, sold them 
at less-than-arm’s length to respond- 
ent for a higher price, and pocketed 
the difference. 

Thus, at its formation, respondent 
was required to pay $7,042,124 for 
properties, at a profit of $3,666,359 to 
the interests forming it. In 1923, 
when respondent acquired the Wilkes- 
Barre properties, its affiliate, Lehigh 
Power Securities Corporation, took a 
profit of $537,284. Ina similar trans- 
action in 1924, pertaining to the pur- 
chase of what is now the Hazleton 
Service Depot, Lehigh profited by 
$544,800. And in the 1928-1930 
transactions, whereby the Harrisburg 
and Lancaster property groups came 
into respondent’s system, the profits to 
affiliates were $13,300,740. 

If respondent’s cost-to-company ex- 
hibit were in fact a statement of ac- 
tual outlay, adjustment could be made 
for these intercompany profits, and 
for certain other inflationary items, for 
the amounts thereof are of record. 
However, as stated heretofore, the 
exhibit is not a statement of actual 
outlay but a hybrid of, first, actual 
outlay for about half the property, 
which had been constructed by re- 
spondent and, second, reproduction 
cost at date of acquisition of the other 
half, which had been acquired from 
predecessors ; and the hybrid has been 
so produced that the two elements 
are not segregable. Accordingly, it 
is impossible to adjust respondent’s 
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exhibit so that it shows cost to com- 
pany or any other element of rate base. 
We therefore find that the cost to re- 
spondent of its plant, electric or other- 
wise, is not determinable from the rec- 
ord. 


C. Historical Cost 

[8] The respondent prepared, but 
the Commission staff submitted as Ex- 
hibit 331, a statement showing that the 
historical cost (erroneously called 
“original cost” in the exhibit) of the 
electric property at December 31, 1942, 
was $191,565,960, exclusive of work- 
ing capital, material and supplies, go- 
ing concern value, and cost of financ- 
ing. The first three of the last four 
items are discussed in other sections of 
this order. Under the leading deci- 
sions, the cost of financing is properly 
includable as an item of reproduction 
cost, but not of original cost or its 
substitute, historical cost, unless it can 
be shown that such cost was actually 
incurred and charged to capital. The 
distinction arises from the fact that 
reproduction cost assumes a rebuilding 
of the entire plant at one time, and, 
therefore, that the company would be 
required to put up at once the amounts 
of brokerage Commissions and other 
costs incidental to financing. On the 
other hand, historical cost is deter- 
mined from the point of view of the 
actual history of the property, and the 
cost of financing, like bond discount, 
is amortized over the life of the securi- 
ties by an annual charge identical, in 
all practical respects, with annual in- 
terest. Respondent has not shown that 
it incurred or capitalized cost of 
financing, as is required to support its 
claim. 

[9-13] The company’s historical 
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cost contains certain other items which 
require mention. The first of these 
items is one of $12,308,603, which 
the company explains as “representing 
the cost of the opportunity of integra- 
tion, now translated into going con- 
cern value.” Witness Carhart testi- 
fied that the “original cost’ of all 
tangible property had been determined 
by inventory and appraisal, the ‘‘en- 
hancement in structural value of the 
tangible property was determined from 
the date of the original cost to the 
date of acquisition” by the company, 
cost of going conern value of pred- 
ecessor companies was found, as well 
as the cost of organization franchises 
and consents, and that after the total 
of all these had been fixed, the inte- 
gration value was established. 

The second item arises from the pur- 
chase in 1942 from the Susquehanna 
Collieries Company of a steam gen- 
erating station and associated prop- 
erty at a cost of $465,627, but which 
the company has included in histori- 
cal cost at $2,425,479. Historical cost 
of public utility property has always 
been interpreted to mean the estimated 
cost to the corporation or other entity 
which first devotes it to public use. 
This definition has been applied in rec- 
ognition of the fact that market prices 
of properties increase over the years 
(compare respondent’s reproduction 
cost estimate with its historical cost), 
that a public utility will frequently pay 
more to a private owner for property 
than its cost to him, and that it should 
be allowed, as its own historical cost, 
not only the cost to the private owner 
but the profit which the private owner 
takes as well. The date of devotion 
to the public use is the date of the deter- 
mination of historical cost. The Sus- 
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quehanna Collieries Company was a 
coal company which had never admit- 
ted the jurisdiction of this Commis- 
sion; nor had the Commission claimed 
such jurisdiction; nor was the com- 
pany in fact holding itself out to serve 
all who come, which is an essential 
characteristic of a public utility; nor 
did it seek our approval under § 202 
(d) of the Public Utility Law, when 
it ceased operating its facilities; nor 
did respondent, when it acquired the 
plant some time after such cessation, 
deem it necessary to obtain our approv- 
al of such acquisition under § 202(e), 
as would have been required if Sus- 
quehanna Collieries had been a public 
utility. Respondent, however, has dis- 
regarded this fact and has included, as 
historical cost, not its own expenditure, 
but the expenditure of the coal com- 
pany. 

The third item concerns general of- 
fice administration, and interest on 
general office administration, incurred 
during property construction. During 
the time of construction of the prop- 
erty, the officers of the company are 
presumed to divide their duties be- 
tween supervision of construction and 
of current operations. Consequently, 
while construction is going on, a part 
of the officers’ salaries, ordinarily 
charged to operating expenses, is 
charged instead to the capital cost of 
the plant, and is labeled as adminis- 
tration during construction or some 
other descriptive title. This practice 
was followed by respondent and 
its predecessor companies. However, 
witness Carhart, exercising his pres- 
ent judgment in lieu of that exercised 
by the officers of the company at the 
time the construction was undertaken, 
has concluded that the amount of ad- 
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ministration overhead charged to plant 
is too little by the amount of $2,183,- 
235. In any case, the division of of- 
ficers’ salaries between operating ex- 
penses and capital is a matter of judg- 
ment, and it seems reasonable to sup- 
pose that the judgment exercised on 
the spot, at the time, is more reliable 
than witness Carhart’s unsupported 
evidence. 


As a fourth item respondent has in- 
cluded in its historical cost $2,048,442 
for organization expense, of which 
91.5 per cent, or $1,874,324, is al- 
located to electric plant. Witness Car- 
hart testified that the following com- 
ponents entered into the element of 
organization : 


Organization costs of respondent .. $605,803 
Acquisition costs paid by respond- 

ent to acquire predecessors .... 242,639 
Estimated acquisition costs included 
in price paid by respondent for 

purchased property ............ 500,000 
Estimated organization cost of 

predecessor companies .........- 700,000 

ORAM < cudesisadeuaeeuwass $2,048,442 

He further testified that “excluded 


from this account are the costs of ob- 
taining charter rights for rendering 
electric, gas, and steam service by 
township companies. These go into 
the accounts for franchises and con- 
sents.” 

The two items of acquisition costs, 
in the amounts of $242,639 and $500,- 
000, while they may be a legitimate 
element of cost-to-company, obviously 
are not part of the “original cost of 
construction” which Smyth v. Ames 
(1898) 169 US 466, 42 L ed 819, 18 
S Ct 418, and Art. V, § 20, of The 
Public Service Company Law contem- 
plate, or of the historical cost substi- 
tute. 

Taking into account the fact that 


57 PUR(NS) 


costs of organizing respondent are al- 
ready included at $605,803, and that 
the costs of obtaining charter rights 
“for rendering electric, gas, and steam 
service by the township companies” 
are included in another account (Fran- 
chises and Consents), it follows that 
the $700,000 item given in the above 
table must be the cost of organizing 
companies which secured no charter 
rights directly and are now out of 
business. Whatever the method ot 
evaluating property for rate case pur- 
poses, there is general agreement that 
the only property to be considered is 
that which is now in existence and 
used or useful in the public service, and 
we think the principle applies here. 

In summary, respondent claims an 
historical cost of electric property of 
$191,565,960. This figure includes 
$17,771,704 of items of questionable 
character which, if deleted from it, 
would produce an historical cost of 
$173,794,256. 


D. Accrued Depreciation 

[14, 15] The principal evidence of- 
fered by respondent, which produced 
the figures upon which it relies, was 
presented by witness Carhart, who 
found that the accrued depreciation ap- 
plied to the reproduction cost of re- 
spondent’s electric property at Decem- 
ber 31, 1942, was $29,419,674. Re- 
spondent’s witness Reinicker offered 
no dollar figures, but attempted to cor- 
roborate Carhart’s lives, based on 
economic factors inherent in respond- 
ent’s plant. 

Carhart’s method of determining 
accrued depreciation is complicated 
and highly technical, and the following 
discussion, though lengthy, is neces- 
sary to an understanding of the sub- 
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ject. Respondent claims that there is 
some analogy between his processes 
and thuse of life insurance, and resort 
to that analogy and to insurance termi- 
nology will be made from time to time 
for purposes of clarity. 

Thus, just as the American Experi- 
ence Tables of Mortality, used by life 
insurance companies, attempt to pre- 
dict how many human beings out of 
100,000 at age of ten will die in each 
ensuing year, so also has Carhart used 
mortality tables to predict, for example, 
how many gas meters out of 100,000 
will be retired when one year old, two 
years old, etc. And just as life under- 
writers have used the American Ex- 
perience Tables as a basis for building 
life expectancy tables, in recognition 
of the fact that the greater the attained 
age of a human being, the greater his 
over-all span of life is expected to be, 
so Carhart has built life expectancy 
tables to show that, for example, a gas 
meter at its date of installation 
(“birth,” so to speak) has a life ex- 
pectancy of thirty-five years, but that 
if it has not been retired at thirty-four 
years of age it can be expected to at- 
tain'an over-all life of nearly forty-six 
years. For clarity, we will discuss 
Carhart’s mortality and life expect- 
ancy tables before dealing with the 
next step in his process. 


1. Mortality and Life Expectancy 
Tables 


The American Experience Tables, 
used to predict the lives of human be- 
ings who are selected as insurance 
risks after physical examination, are 
based upon past experience with other 
human beings residing in the same 
country, who are of the same sex, and 
who also were selected after physical 
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examination. That is to say, the sub- 
jects studied to create the tables, and 
the subjects to whom the tables are 
applied for forecasting purposes, are 
similar and comparable. 

Carhart’s mortality tables are of 
three general classes. The only kind 
of property in the first class is gas me- 
ters, and its characteristics are that 
Carhart was able to identify the date 
of “birth” of every gas meter owned by 
respondent at January 1, 1928, and 
that the meters have had or are ap- 
proaching a complete life-cycle. It 
should be noted that he did not have 
data for all gas meters, but only for 
survivors at January 1, 1928. Thus, 
of all meters installed in 1871, for ex- 
ample, he knew nothing with respect 
to any of them retired between 1871 
and 1927, inclusive. However, from 
the information in his possession, he 
set up a table of “deaths” from 1928 
to 1937, inclusive, so that he knew how 
many of the meters retired in 1928 
were installed in 1871, 1872, etc., how 
many retired in 1929 were installed in 
1871, 1872, etc., and so on through 
1937. From this, he was able to show 
how many gas meters, retired between 
1928 and 1937, were one year old at 
retirement, two years old, three years 
old, etc.; also how many survivors 
there were at each age; and finally, the 
average life of the meters retired be- 
tween 1928 and 1937. Superficially, 
this looks very similar to the Ameri- 
can Experience Tables. 

Actually, however, the data are un- 
reliable, principally because Carhart 
did not have the information, and con- 
sequently could not study all retire- 
ments for all the gas meters, but select- 
ed 1928-37 as the band of years for 
retirement analysis. The Commis- 
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sion’s witness Curry, who, like Car- 
hart, studied all of respondent’s gas 
meters, but who selected various bands 
of years, obtained the following re- 
sults as shown in Exhibit 333: 
Resulting 


Years of 


Band of Years Studied Average Life 


1928-37 (10 years, used by 


CAGhAtON, ous a Seeder ee hes 35.59 
ECS 92 CS yGaSy) cccccewswcs 30.39 
1955-34 € S years) sccnccacees 40.68 
155-42 ( S years) ccccceueees 42.13 
1923-42 -CIS years) ..ccecwecse 38.87 
1933-42 (10 years) .....cceee. 41.93 


This table shows that the result of a 
mortality study for a “band” of years 
is strongly controlled by the particu- 
lar band selected. Thus, the largest 
average life (42.13 years) given above 
is 40 per cent greater than the smallest 
figure (30.39 years). Not only the 
average life, but the mortality disper- 
sion and life expectancy figures also, 
are subject to these variations. It is 
obvious that within certain broad lim- 
its, any result desired can be attained 
by careful selection of the retirement 
band of years. This criticism applies 
with equal force to the second class of 
tables discussed below. 

The second class of Carhart’s tables 
deals with chestnut poles, distribution 
transformers, and electric meters, the 
characteristics of which are that he was 
able to obtain mortality data for only 
a part of each kind of property, or that 
property of that kind had not complet- 
ed a life-cycle, or both. Studies for 
these kinds of property produced 
“stub-end” tables (often represented 
graphically as curves, in the record), 
analogous to the American Experience 
Tables as they would be if lopped off 
at, say thirty years, so that nothing 
would be known of the life spans of 
individuals surviving that age. To ex- 
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plain what Carhart did with these 
kinds of property in an attempt to se- 
cure complete mortality tables, it is 
necessary to digress to another mat- 
ter. 

In 1935, the Engineering Experi- 
ment Station of Iowa State College is- 
sued its Bulletin 125 entitled “Statisti- 
cal Analyses of Industrial Property 
Retirements,” prepared by R. Win- 
frey, research engineer. The general 
character of the analyses may- be 
gathered from an excerpt in the fore- 
word of the bulletin: 

“Though, in practice, probable serv- 
ice lives are determined by various 
methods, the most reliable are those 
statistical methods which take into con- 
sideration retirement experience of 
similar property. This report pre- 
sents five methods of assembling data 
for constructing survivor curves 
i A process is established where- 
by these 18 curve types can be used to 
determine the average life of any prop- 
erty for which only a stub or incom- 
plete survivor curve is available. 
(Italics ours: ) 

The Iowa study comprehended 176 

kinds of property, of which the follow- 
ing are typical: [List omitted]. 
From data gathered upon these kinds 
of property, the author of the bulletin 
derived 176 mortality curves. How- 
ever, many of these curves showed 
characteristic shapes, so that, by 
mathematical processes, he synthe- 
sized them into 18 typical curves, of 
three main groups: 

1. Left modal, in which more than 
half of the group are retired when the 
average life of the group is reached 
(simplified example: A group of 
three units, two of which are retired 
at age 3 years, and one of which is re- 
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tired at age 6 years; average life 
12/3-4 years). 

2. Symmetrical, in which just half 
of the group are retired when the aver- 
age life is reached (example: A group 
of four units, two of which are retired 
at age 3 years, and two of which are re- 
tired at age 5 years; average life 16/4- 
4 years). 

3. Right modal, in which less than 
half of the group are retired when the 
average age is reached (example: A 
group of three units, one of which is 
retired at 3 years, and two of which 
are retired at 6 years; average life 
15/3-5 years). 

There are six left-modal, seven sym- 
metrical, and five right-modal curves, 
a total of 18, in the final group pro- 
duced by Engineer Winfrey. The vari- 
ation of curves within each class de- 
pends upon whether the retirements 
are “bunched,” or spread out more or 
less equally over a relatively long 
period. 

Returning now to the discussion of 
Carhart’s stub-end mortality curves, 
he selected an Iowa curve, the be- 
ginning of which appeared similar to 
his stub curve, and used that Iowa 
curve to predict mortality, and conse- 
quently life expectancy, for the kind of 
property from which his stub curve 
was derived. 

Before discussing the propriety of 
this method, we will deal with the 
third, and last, class of Carhart’s 
tables. Whereas the first class includ- 
ed only one kind of property (gas 
meters), and the second class included 
only three, the third class contained no 
less than 280 kinds of property. On 
these, Carhart had no significant mor- 
tality data whatsoever. Consequently, 
going to the Iowa curves, he selected 
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one left-modal, one symmetrical, and 
two right-modal curves as those he be- 
lieved most applicable to respondent’s 
property, and after making slight mod- 


Type of Curve 
CES autivviencvasedewecuvuenteees 10, 
CSP ccaciecneldiieancdawdeskeaouas 0, 
ORE =, ccccvcacwavecteccourouudsses 10, 
CE eo viawadcuscawasccovewane wees 


For each of the 280 kinds of property, 
he then exercised his judgment, first, 
as to the type of curve which the mor- 
tality of the property would probably 
follow and, second, as to the probable 
average life of all the units of that 
kind. For instance, in considering the 
driers and pulverizers used by respond- 
ent to prepare coal for burning at its 
generating stations, Carhart assumed 
that their mortality would follow the 
right-modal type, i. e., that the major- 
ity of units would survive the average 
life. Next, he assumed that the aver- 
age life would be forty years. He then 
went to his CR-1 type, 40-year aver- 
age life curve, for all data concerning 
probable mortality and life expectancy 
of this equipment. 

The whole purpose of these mortal- 
ity curves was to determine the prob- 
able number of years of future life re- 
maining in each item of property. 
Thus, using the coal pulverizers as an 
example, Carhart might determine that 
one of the units had been installed in, 
say 1920. At 1940, therefore, it was 
twenty years old. From the CR-1, 
40-year average life curve, it appears 
that a 20-year old unit has a future 
life expectancy of slightly over twenty- 
seven years. Life expectancy was thus 
obtained for all but a few minor kinds 
of property which, instead of being 
treated as units, were grouped for com- 
putation purposes. 
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ifications of his own, he recast each of 
these curves upon the basis of a num- 
ber of assumed average lives, as, fol- 
lows: 

} 


i 


Assumed Average Lives 


15 20, 25 30. 35 40 SO Go 75, 106 
15, 20, 25 36 35, 40, SG, 60, 75, 

20, 25, 30, 35, 40, 50, 60, 75, 100 
30, 35, 40, 60, 75, 


There is one important variation of 
this procedure that should be noted, 
and that is that Carhart, after having 
established his mortality curves, in- 
spected certain types of property in the 
field, and adjusted life expectancies of 
individual units as a result. These 
types included buildings, some tanks 
and standpipes, some compressors, 
some pumps, some ash and coa! con- 
veying systems, and water gas sets. 
On this point, Carhart testified that 
the Lansford substation building typi- 
fies his process. His general mortality 
curve for buildings of that type was 
right-modal, with a 75-year average 
life. The Lansford building, at the 
time of Carhart’s computation, was 
twenty-two years old, and from the 
curve just mentioned, it was found to 
have a future life expectancy of about 
sixty-one years, but Carhart, upon ex- 
amining the property, concluded that 
the true life expectancy was seventy- 
three years. Now, while he accepted 
the revised life expectancy, he adhered 
to the 75-year-average-life curve for all 
his ensuing computations. That curve 
shows that a unit of property has a life 
expectancy of seventy-three years when 
it is three and one-half years old. And, 
as Carhart admitted, while he is deal- 
ing with a unit whose expected over-all 
life is ninety-five years and whose ac- 
tual age is twenty-two years, his com- 
putations assume that the over-all life 
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of the unit will be seventy-six and one 
half years, and that its age is only 
three and one half years. That is to 
say, using the known age, and accept- 
ing Carhart’s own life expectancy de- 
rived from actual examination of the 
property, 22/95, or 23.2 per cent, of 
its life has expired; but the end-result 
of his calculations is that 3.5/76.5, or 
only 4.6 per cent, has passed. The 
effect of this error on accrued depre- 
ciation is obvious, and is of major im- 
portance since the process was applied 
to all field-inspected items. 


2. The Present-worth Method 

Having reviewed Carhart’s proc- 
esses of obtaining life expectancies for 
the various units of property, let us see 
what he did with them. 


Suppose a person agrees to pay a life 
insurance company an annual premi- 
um of $1, beginning immediately, for 
a 4-year term insurance policy. The 
dollar payable immediately is worth its 
full value to the insurance company 
but the promise to pay $1 a year hence 
is worth less, for since it is not in the 
company’s hands during the year of 
waiting, interest upon it is lost. As- 
suming that the company can earn 6 
per cent on investments (and leaving 
out the possibility of death, which is 
not pertinent to this explanation), the 
value to the company, at the time of 
writing the policy, of all the premiums, 
is computed as follows: 


Present 
Dollar to be Paid Divided by Value 
DOWiivaaicacuesros seen 1.00 $1.0000 
A year Hence: ....2008% 1.06 .9434 
2 YEATSMENCE: 6:<.6:64.0:0:06 1.062 8900 
3 years hence ......... 1.063 8396 


Total present value of all promises $3.6730 
Now suppose that two years have 
elapsed, and it is desired to determine 
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the then-present-worth of the future 
promises. The computation is: 


Present 
Dollar to be Paid Divided by Value 
Now (the third pre- 
BU) eben 1.00 $1.0000 
1 year hence (the 
last premium) ... 1.06 .9434 
Total present value 
of remaining promises ........ $1.9434 


The extent to which the present value 
declines over two years is then meas- 
ured by the difference between $3.6730 
and $1.9434, or $1.7296. 

If the reader will substitute years for 
dollars in the above computation, he 
will understand Carhart’s method for 
determining accrued depreciation from 
his life expectancies. To illustrate by 
simplified example, suppose that at De- 
cember 31, 1942, respondent owned a 
pole type lightning arrester which had 
been in service five years. Carhart 
judged that this item had a mortality 
typified by a CL-1, 10-year average 
life curve. At the outset, the arrester 
had a life-expectancy of ten years. The 
present worth at the date of imstalla- 
tion, expressed in years of future use, 
would be: 


Value of Year’s 


Year Use (6% Factor) 
| A REN te OR RY 1.0000 
MOBO aici. tos stelre avratns .9434 
Lt Re arene panera. 8900 
MPA A rec yoth eg Saree niece nestor 8396 
NA Rae arian acters eee 7921 
GS. \cierarsicis #alkcoerer eee 7473 
ORR sy ehave estat erates a ersiolawiaes .7050 
BI 105. er araveravee Soa OSEES 6651 
MAG a «<p crararrarcinenire sree 6274 
MODERGE, Zosevccbiare a orcversiareie orskohetis 5919 





Present value of arrester at 
time of installation 


7.8018 years’ use 


However, at December 31, 1942, 
the arrester is no longer new. Refer- 
ence to the CL-1, 10-year curve shows 
that an item five years in service has a 














life expectancy of about seven years. 
So the present worth of the unit at 
December 31, 1942, is as follows: 


Value of Year’s 


Year Use (6% Factor) 
MONG c cenerasieres duce ceee 1.0000 
| O42 Ree ire eee 9434 
SA cases: tikcisiersieinvin- evree's 8900 
BE foo PhS, ok wortatyohatroas 8396 
OME Po ccoc are cael tcialere 7921 
Rin, c teacher te whaitaas 7473 
O20 Bee oe ee eee een 7050 
Present worth of arrester 
at December 31 1942 .... 5.9174 years’ use 


The decline of the present worth be- 
tween the date of installation and De- 
cember 31, 1942, is the difference be- 
tween 7.8018 and 5.9174, or 1.8844 
years’ use. Since this is 24.15 per cent 
of the present worth at date of installa- 
tion, the accrued depreciation accord- 
ing to Carhart is therefore 24.15 per 
cent. If the reproduction cost new of 
the arrester were $100, Carhart’s ac- 
crued depreciation on it would be 
$24.15. 

Respondent’s vice president Rein- 
icker testified at length, for the purpose 
indicated in the following statement of 
respondent’s counsel : 

“Mr. Reinicker is not offered as a 
witness on depreciation, but because of 
his wide acquaintance with these large 
units of property he is offered as a wit- 
ness to testify as to what will 
be their probable life, which is only one 
element in Mr. Carhart’s study.” 

Excerpts from witness Reinicker’s 
testimony follow: 

“. . asa result of Mr. Blanch- 
ard’s testimony being so different from 
Mr. Carhart’s testimony I have gotten 
busy and gone into this thing more 
thoroughly and crystallized my ideas 
as to probable life into terms of not 
specific years, but by comparison of 
my ideas with those of Mr. Carhart 
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and Mr. Blanchard have expressed an 
opinion as to particular lives. 

my testimony is about these units of 
property on which we have no actuari- 
al data it is these large tur- 
bines, boilers, buildings on which 
neither we nor the industry have suf- 
ficient data ‘s 

“T cannot see how it is possible to 
make a proper and reasonable estimate 
of probable future life of these classes 
of property without the informed judg- 
ment obtained from close association 
with the property and detailed study of 
its history. I believe I am in 
a much better position than either Mr. 
Carhart or Mr. Blanchard to estimate 
the probable future lives of those 
classes of property to which I referred 
in which a thoroughly informed judg- 
ment must play so large a part.” 

“These buildings can reasonably be 
expected to last, with proper main- 
tenance, much longer than the addi- 
tional fifty-four years which Mr. Car- 
hart has estimated I estimate 
that the remaining life will be 
more nearly twice the thirty-nine years 
estimated by Mr. Blanchard.” 

“For all these reasons, I believe Mr. 
Carhart has been too. conservative in 
his estimates of lives of the boilers and 
turbines at this plant.” 

“Mr. Blanchard’s estimated results 
in six, fifteen, and sixteen years of re- 
maining life for the three turbo gen- 
erators. Mr. Carhart’s estimate 

results in seven years remain- 
ing life for all of them. I esti- 
mate that these units will have addi- 
tional lives at a minimum of 
twenty-five years.” 

Reinicker’s testimony, for the most 
part, was a discussion of the construc- 
tion, improvement, and operation of 
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parts of respondent’s plant, and the 
probable effect thereof upon remaining 
life. His conclusions, in the main, 
were that neither respondent’s witness 
Carhart nor Commission witness 
Blanchard (whose testimony will be 
discussed hereafter) had accurately 
forecasted the lives of this part of the 
property, but that Carhart’s lives, be- 
ing longer, were better than Blanch- 
ard’s. 

Since Reinicker testified as to only 
a fraction of the property, since he 
reached no depreciation figure but 
tended only to show that Carhart’s 
lives as to these parts, though wrong, 
were better than those of an opposing 
witness, and since Carhart’s study has 
been shown deficient in various re- 
spects, Reinicker’s testimony does not 
help us in reaching a figure for ac- 
crued depreciation. 


3. Summary of Carhart’s Results 


We will now summarize the char- 
acteristics of Carhart’s method, and 
the faults of his results, in the sequence 
in which they appear in the foregoing 
discussion. First, he derived from 
respondent’s own experience a com- 
plete mortality curve for only one kind 
of property, namely, gas meters, which 
have no bearing whatever upon depre- 
ciation of electric plant. He also had 
a few stub mortality curves, derived 
from respondent’s own experience, but 
both these and the one complete curve 
were obtained from a study of a band 
of years, the selection of which js 
known to control the result. 

Second, curves for the preponderant 
mass of property were derived from 
studies of property of entirely different 
location, character, material, and use, 
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and subjected to differing causes of 
mortality. 

Third, the choice made by Carhart 
of four Iowa mortality curves, and his 
choice of average lives upon which 
those curves were drawn, are not in 
any way supported by the experience 
of respondent. 

Fourth, the mathematics applied to 
field inspection grading produced seri- 
ous distortion of known facts (i. e., 
the ages of plant items), and therefore 
of the results. 

Fifth, the use of 6 per cent as a fac- 
tor was stated by Carhart to be based 
on an assumed allowable rate of return. 
There is no apparent connection be- 
tween that assumed rate and the actual 
depreciation of the property. 

Sixth, the whole study has for its 
foundation the supposition that ac- 
crued depreciation is measured by dif- 
ferences in present worths of future 
years’ use. 

Carhart himself stated that so far as 
he knew, his method was unique in 
rate case history, and with that state- 
ment we cannot disagree. 

As recently as February 2, 1944, the 
depreciation committee of Edison Elec- 
tric Institute (the national association 
for electric companies) said: 

“The reliance on statistical age-life 
studies of depreciation rests on a sup- 
posed similarity between human mor- 
tality as applied to life insurance and 
plant mortality as applied to deprecia- 
tion. But these examples show quite 
clearly that such similarity does not in 
fact exist; that plant mortality does 
not have consistency or uniformity 
from one generation to the next, which 
is fundamental to the reliable use of 
age-life methods of computing depre- 
ciation. Experience shows wide varia- 













































tions in life estimates as between one 
date and later dates, wide variations 
in the rate of retirement for a given 
age, differences in the ‘dispersal pat- 
tern’ of retirements, and_ erratic 
changes in the factors causing retire- 
ments—all of which have a major ef- 
fect on age-life computations.” (Italics 
ours. ) 

Certainly Carhart’s method does 
violence to the superior court’s opin- 
ion in The Peoples Natural Gas Com- 
pany Case (1943) 153 Pa Super Ct 
475, 51 PUR(NS) 129, 139, 140, 34 
A(2d) 375, parts of which read: 

“The difficulty with any theoretical 
method of estimating lives is perhaps 
apparent from the foregoing discussion 
of Farstadt’s testimony. Even though 
the tables be the best available, they 
are open to the same objections which 
have induced our supreme court to re- 
strict the admission of human mortal- 
ity tables in negligence cases. 

“Except for the mortality of plant 
caused by fire, floods and other acci- 
dents, which should not be considered 
in determining present value (a brand- 
new compressor is still brand-new al- 
though it may be destroyed by an ex- 
plosion tomorrow ), there are but two 
factors which determine mortality, 
(1) physical deterioration and (2) 
obsolescence. In determining these 
factors, it seems that there never can 
be an adequate substitute fer actual 
observation of the condition of the 
property coupled with a study of its 
state of obsolescence.” (Italics ours.) 

A Commission witness, Blanchard, 
did make an “actual observation of the 
condition of the property coupled with 
a study of obsolescence,” from which 
he derived over-all lives for respond- 
ent’s plant; from dates of installation 


PFEIFLE v. PENNSYLVANIA POWER & LIGHT CO. 


furnished by respondent, he obtained 
the ages of the plant items; and from 
the combination of those elements with 
respondent’s reproduction cost esti- 
mate, he developed a straight-line ac- 
crued depreciation at December 31, 
1940, of $83,904,767 for electric plant, 
which would work out to about $94,- 
000,000 at December 31, 1942. 

One of the fundamentals of Blanch- 
ard’s depreciation figures is his esti- 
mate of over-all lives. On cross-ex- 
amination, he stated repeatedly that 
those lives were “a judgment figure 
based on the age, the standard of main- 
tenance, the use, and the future prob- 
able life of that property.” 

It is quite apparent that Blanchard’s 
lives in no way depend upon the ages 
of the property. In addition to specific 
instances scattered through the record, 
the following excerpt from Blanchard’s 
testimony is significant. 

Q. Then you did use the same aver- 
age lives for young property that you 
used for old property? 

A. I believe I answered your ques- 
tion just now. Yes, that would be the 
same answer. 

Q. The answer is yes? 

A. That is what I just answered 
you. 

It is also apparent that Blanchard’s 
over-all lives are not dependent upon 
the future probable lives, and for the 
same reason, that is, that both “young” 
and “old” items of any single class of 
plant were given the same average 
over-all lives. 

The foregoing comments are in- 
tended neither to approve nor to dis- 
approve the concept that age or prob- 
able future life is a necessary ingredi- 
ent of over-all-life estimation, but 
simply to show that of the four ingre- 
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dients mentioned by Blanchard, two 
were not actually taken into ac- 
count. 


Blanchard did consider the stand- 
ard of maintenance, the use of prop- 
erty, the character of territory served, 
and the probabilities of increased de- 
mand which might hasten obsolescence 
or inadequacy. But these considera- 
tions were based upon very sketchy 
field examinations, as follows: 


Time Spent 
Plant examined Hours Minutes 
Steam generation .......... 25 47 
Hydro generation ......... 17 30 
Transmission and distribution 91 15 
Co © Ee eR EE 134 32 


Cross-examination developed _ that 
three hours and thirty-five minutes was 
the longest time spent on any one gen- 
erating station ; that no internal exam- 
ination was made of boilers; that 
Blanchard couldn’t say whether a 
smokestack was or was not lined with 
firebrick ; and in general, that the field 
inspections were made so rapidly that 
no sufficient basis was established for 
the exercise of a full and reasonable 
judgment. 

The Commission recognizes that 
the cursory nature of this field exam- 
ination is due to the multiplicity of as- 
signments which the few electrical 
engineers on its staff are required to 
execute; but while this fact may ex- 
plain the causes, it does not justify the 
acceptance of the results as a basis for 
a finding of accrued depreciation. 

The Commission thus finds before 
it two depreciation studies, presented 
by opposing witnesses; one of them 
wholly dissociated from anything 
which either we or the courts have 
recognized as accrued depreciation of 
property; the other, a compliance with 
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recognized principles in theory, but 
lacking the factual basis upon which 
those principles can be given practical 
application. 

We will disregard the end results of 
both studies. Having informed our 
judgment by considering those facts 
and opinions of each witness which ap- 
pear to be least speculative, the an- 
nual retirements of respondent’s prop- 
erty as shown in the reports of record, 
and the experience of electric utilities 
in this commonwealth, we find that 
the accrued depreciation applicable to 
respondent’s depreciable electric plant 
at December 31, 1942, was 15 per 


cent. 


E. Going Concern Value 

[16] As has been heretofore indi- 
cated, respondent has claimed going 
concern value of $25,000,000 upon all 
three bases, i.e., reproduction cost, cost 
to company and historical cost. Of 
this amount, $24,000,000 is ascribed 
to the electric business. 


Witness Carhart did not present ev- 
idence as to the lag in earnings in the 
early years of development of respond- 
ent, nor is his figure a calculated one 
upon any other basis. It is a judg- 
ment figure, supported by rather 
lengthy testimony, the substance of 
which consists of a review of the ter- 
ritory served by respondent, statistics 
as to the average length of service of 
employees, information as to the ca- 
pacity of the generating stations and 
the kind of fuel used, a brief history of 
respondent’s development from its in- 
ception, and, in general, of a brief sum- 
mary of all the affairs of respondent. 
Respondent’s counsel indicated the 
purpose of this testimony as fol- 
lows: 
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“Mr. Examiner, we believe that we 
are entitled to present to the Commis- 
sion for its consideration all the facts 
that, in the opinion of the witness, bear 
upon going concern value, and the line 
of materiality and relevancy I do not 
believe can be drawn against us any- 
where. The idea of going concern 
value is, of course, a difficult one to 
deal with, but we are entitled, we be- 
lieve, to present our view with all the 
facts that we believe to be relevant, 
whether in the mind of counsel for 
the Commission or even in the mind 
of the Commission itself, upon reflec- 
tion, they might consider them imma- 
terial.” 

The Pennsylvania superior court, as 
well as other appellate courts, has held 
that no special separate allowance need 
be made for going concern value: 
Solar Electric Co. v. Public Utility 
Commission (1939) 137 Pa Super Ct 
325, 31 PUR( NS) 275, 9 A(2d) 447. 
The going concern value is an element 
which, under the court opinions, is a 
weighting factor in determination of 
fair value, and such fair value is a mat- 
ter for the Commission’s judgment. 
The Commission, therefore, will give 
witness Carhart’s supporting testi- 
mony due weight in arriving at that 
judgment. 


F. Working Capital 

[17-20] Respondent submitted, as 
Exhibit 350, a claim for working cap- 
ital at December 31, 1942, applicable 
to electric property, in the amount of 
$8,857,584; and of this amount, $4,- 
135,479 is applicable to materials and 
supplies and $4,722,105 is claimed for 
cash working capital. The latter fig- 
ure is further analyzed as follows: 
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One and one-half months’ operat- 
ing expenses (excluding taxes 
and retirement reserve appro- 
PERSP 2 case ease eee, $2,595,835 


Necessary bank balances ........ 1,634,923 
Necessary working funds ........ 199,264 
Average prepaid expenses ....... 292,083 


(EOD ocx cduneraucareaneaee $4,722,105 

The first of these items is a proper 
computation for working capital pur- 
poses and represents respondent’s cash 
outlay between the beginning of a 
monthly billing period and the date 
when collection for the service ren- 
dered during that period has been re- 
ceived. 

In connection with the second item, 
witness Parkinson testified that at 
December 31, 1942, 124 banks with 
which respondent did business had 
some plan of service charge. He made 
a study of the minimum cash balances 
which certain of the banks required to 
be maintained (apparently to avoid the 
service charge on checks ), and then ap- 
plied his findings to all such banks. 
This testimony is faulty for a number 
of reasons. In the first place, no evi- 
dence was submitted to show that the 
practice of maintaining large balances 
is more economical than payment of 
the service charge which otherwise 
would be exacted by the banks. In the 
second place, it assumes that the cash 
required and made available to re- 
spondent in excess of out-of-pocket 
expenses is provided by the investment 
of capital. Asa matter of fact, rates of 
respondent must be such as to reim- 
burse it, in cash, for annual deprecia- 
tion, the amount of which, in 1942 
alone, was stated at $3,200,000. Sim- 
ilarly, although respondent, as an in- 
gredient of every bill it collects, re- 
ceives some payment for taxes, the 
actual outlay therefor by respondent 
does not occur coincident with collec- 
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tion, but long afterward. Taxes for 
1942 were recorded at $9,389,372. 
Obviously, these funds, not represent- 
ing any investment by the company, 
are more than enough to take care of 
necessary bank balances. We will dis- 
allow the item of $1,634,923. 

The third item represents petty cash 
in the hands of employees and respond- 
ent’s estimate of the working capital 
required for the Stanton generating 
plant, owned jointly by respondent and 
the Scranton Electric Company and 
administered by the latter. However, 
the costs of operating this plant, and 
the petty cash outlay disposed by re- 
spondent’s employees, are already in- 
cluded in the operating expenses for 
which a working capital allowance has 
already been made. Consequently, 
these items are duplications, and their 
amount, $199,264 will be disallowed. 

The item of average prepaid ex- 
penses, to a certain extent, is a dupli- 
cation, for it represents automobile 
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licenses and insurance costs, one- 
eighth of the annual amount of which 
is included in the operation expense 
working capital. The amount to be 
allowed is, therefore, seven-eighths of 
$292,083, or $255,573, and the amount 
we will disallow is $36,510. 

The sum of the amounts disallowed 
by us is $1,867,697, resulting in a 
cash working capital allowance of $2,- 
854,408. Adding to this, without 
modification, the company’s claim of 
$4,135,479 for materials and supplies, 
we find that the proper working cap- 
ital allowance for electric rate base pur- 
poses at December 31, 1942, is $6,- 
989,887. 


G. Fair Value of Electric Property 

We will now summarize the fore- 
going discussion of rate base elements, 
and we will begin by tabulating the 
various figures for electric plant that 
we have mentioned, taking into ac- 
count our finding of 15 per cent for 
accrued depreciation : 

Reproduction Histor- Historical Cost 


Cost Adjusted to —_ ical Cost Less Ques- 
Average Prices as Submitted tionable Items 





























Undepreciated plant ............ $226,139,423 $203,525,481 $191,565,960 $173,794,256 
Land and land rights .......2.- 10,752,391 9,677,152 10,355,017 10,355,017 
DETECIADIC DIANE ..c.</s s0s%400e $215,387,032 $193,848,329 $181,210,943 $163,439,239 
15 per cent depreciation ........ 32,308,055 29,077,249 27,181,641 24,515,886 
Depreciable plant, depreciated .. $183,078,977 $164,771,080 $154,029,302 $138,923,353 
Land and land rights .......... 10,752,391 9,677,152 10,355,017 10,355,017 
Electric plant, depreciated ..... $193,831,368 $174,448,252 $164,384,319 $149,278,370 


We have found that the evidence as 
to cost-to-company is unreliable and 
not worthy of consideration in a rate 
base finding. 

The evidence includes a claim of 
$24,000,000 for going concern value, 
upon which we made no finding but 
stated that going concern value would 
be considered in the rate base finding 
we are about to make. 
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We have found that the proper 
working capital allowance is $6,989,- 
887. 

There are two other points to con- 
sider. The first is that each of the un- 
depreciated plant figures given in the 
above table includes $413,218 for a 
leasehold and a small amount of allied 
property which reverted to the borough 
of Lehighton on May 1, 1943. Hence, 
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while properly includible in plant at 
December 31, 1942, it has no place 
in a rate base being prescribed now for 
future application. 

The other point is that, while the 
latest figures in the record for rate base 
elements are as of December 31, 1942, 
this decision is being made early in 
1945, and due to war demands upon 
labor and materials there has been a 
considerable increase of prices over 
those of December, 1942. 

Taking into account all the evidence, 
we find that the fair value of respond- 
ent’s electric rate base is $202,000,000. 


II. The Fair Value of Gas and 
Steam Properties 


[The Commission’s determination 
of the fair value of gas and steam prop- 
erties, omitted here for lack of space, 
is based upon the same principles dis- 
cussed in the foregoing determination 
of rate base for electric properties. 
Reproduction cost of gas properties 
was stated at $17,018,696. Repro- 
duction cost of steam properties was 
stated at $5,025,654. Cost to the com- 
pany was rejected for the same reasons 
stated in connection with the electric 
rate base. Historical cost of gas 
properties was stated at $12,174,078. 
Historical cost of steam properties was 
stated at $3,691,751. Questionable 
items noted in connection with histor- 
ical cost included “integration value,” 
general administration, and organiza- 
tion relating to intermediary com- 
panies. 

Upon consideration of obsolescence 
elements confronting manufactured 
gas and steam properties, together with 
factors comparable to those mentioned 
in relation to the electric plant, the 
Commission found that accrued depre- 
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ciation applicable to gas and steam 
plants at December 31, 1942, was 18 
per cent and 25 per cent respective- 
ly. 

No separate allowance was made for 
going concern value. 

Allowable working capital for gas 
and steam heating operations was fixed 
at $457,722 and $287,465, respective- 
ly, by application of the principles 
stated with respect to electric proper- 
ties. 

Based upon a review of all the evi- 
dence, the Commission found the fair 
value of the company’s gas rate base to 
be $14,600,000, and the steam rate 
base $3,980,000. ] 


III. Rate of Return 


Respondent produced three wit- 
nesses who gave evidence as to rate 
of return: Coffman, vice president of 
Standard and Poor’s Corporation; 
Hickey, a public utility consultant; 
and Deubler, a vice president of a 
Scranton bank. 

[21] Neither Coffman nor Deubler 
approached the subject from the stand- 
point of what percentage return should 
be allowed upon fair value. Instead, 
each of them testified as to what in- 
come respondent should have avail- 
able in order to make its outstanding 
securities attractive to investors. 

Coffman testified that in order for 
respondent’s securities to maintain a 
satisfactory rating with his company, 
it should be allowed a return of $14,- 
250,000, and that that sum was “the 
amount of return needed rather than a 
return which the company might be 
entitled to earn.” An excerpt from 
Coffman’s testimony follows : 

“No matter whether the fair value 
was more or less than the amount of 
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outstanding securities, you would look 
to securities and not to fair value?” 

“If they were in the hands of the 
public, if they had been sold to the 
public, I would because the investors 
supplied all the money.” 

Cross-examination of Coffman dis- 
closed that he had not reviewed the 
history of the securities to determine 
whether they had been issued for value, 
but accepted the present status for the 
purposes of his study. While he ad- 
mitted that in his opinion the capital 
structure of respondent was_ unbal- 
anced, his results were not adjusted by 
reason of that fact. 

Deubler’s testimony was very sim- 
ilar to that of Coffman, except that his 
figure, required to keep respondent’s 
securities attractive, was $14,000,000. 
He, too, accepted the present status 
of the securities without review of 
their history. He, too, said that his 
“concept of return relates to outstand- 
ing securities and other requirements, 
and not to property values.” 

The approach of these witnesses to 
the question of rate of return is a novel 
one, the acceptance of which would 
render unnecessary any determination 
of reproduction cost, original cost, ac- 
crued depreciation, or other rate base 
element, for outstanding securities 
would wholly replace fair value of 
property in the rate formula, and rate 
of return would be the interest and 
dividend percentage requirements up- 
on those securities. This concept has 
never been accepted by, nor, so far as 
we know, previously proposed to, any 
regulatory body or court. In fact, in 
the Peoples Natural Gas Case (supra), 
where this Commission went only so 
far as to consider outstanding secu- 
rities in addition to various property 
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values, the superior court specifically 
rejected that procedure. Since the 
present case was tried by both respond- 
ent and the Commission staff on ac- 
cepted fair value principles, and since 
Coffman’s and Deubler’s testimony is 
irreconcilable with those principles, we 
must find that testimony of no eviden- 
tiary value in this case. 

[22-25] Respondent’s witness 
Hickey quite properly disregarded re- 
spondent’s outstanding securities, and 
instead considered the location, size, 
and character of respondent’s business 
in relationship to current business con- 
ditions, the current cost of money in 
the markets, the rate of earnings of 
American corporations, the ratio of 
those earnings to prices of the secu- 
rities to which they are related, and 
similar factors. While he could not, 
of course, show any direct mathemati- 
cal relationship between these factors 
and respondent’s rate of return, he ap- 
parently considered all of them and 
gave his opinion that the return on 
electric fair value should be 6.5 per 
cent, and that an additional .125 per 
cent should be allowed upon the gas 
and steam fair values, over and above 
whatever the Commission may allow 
as a percentage return on electric fair 
value. 

We have considered Hickey’s fac- 
tual testimony, the character and de- 
gree of risk of respondent’s operations 
as they appear throughout the record 
of this case, the rates of return allowed 
in recent cases and the facts underly- 
ing them as compared with the facts 
here adduced (c. f. the 6.5 per cent rate 
of return in Peoples Natural Gas Case, 
supra, and the superior court’s remarks 
sustaining it), from all of which we 
find that the fair rate of return upon 
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respondent’s electric rate base is 6 per 
cent. While we agree with witness 
Hickey that the gas and steam heat 
operations require a higher rate of re- 
turn, we do not believe he gave ad- 
equate weight to the degree of risk in- 
volved (see our discussion under sec- 
tion II-D) when he testified that the 
additional .125 per cent would be an 
adequate compensation. We find that 
the fair rate of return upon respond- 
ent’s gas rate base is 6.5 per cent, and 
upon its steam heat rate base 6.75 per 
cent. 

These findings, applied to our rate 
base findings made heretofore, produce 
allowable returns to respondent of 
$12,120,000 for electric operations, 
$949,000 for gas operations, and 
$268,650 for steam-heat operations. 


IV. Revenues and Expenses 


Unless otherwise indicated, the 
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Operating expenses : 
Depreciation 


Total operating expenses ..........seeee. 
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Aside from the charges for annual 
depreciation, respondent has various 
other annual expenses which cannot be 
charged directly to any one of the 
three public service operations it con- 
ducts, and these expenses are allocated 
among the three operations upon vari- 
ous bases selected by respondent. We 
have reviewed these allocations, and 
find them generally acceptable for rate 
purposes. 

The remainder of this Part IV will 
comprise a discussion of various ele- 
ments of the foregoing table. 
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figures used in this Part IV are those 
for the calendar year 1942, which is 
the latest year for which revenue and 
expense data were submitted and an- 
alyzed of record. The process of re- 
view will be to indicate what the com- 
pany’s income account per books 
shows, and then to comment and make 
a finding upon each item for which re- 
spondent claims a variation for rate 
purposes, or as to which we have a 
different conclusion. 

Respondent’s Exhibit 348 shows the 
following revenues and expenses, ex- 
cept that the depreciation appropria- 
tion of $3,200,000 is not allocated 
among the three columns for electric, 
gas, and steam-heat service, but is so 
allocated in a footnote upon the basis 
of the Carhart study (see section I-D). 
For the sake of clarity we have dis- 
tributed the allocated amounts in the 
table below: 








Electric Gas Steam Heat 
.. $43,672,328 $2,146,234 $920,348 
a 2,851,840 240,000 108,160 
i 9,104,358 195,738 89,275 
.. 20,783,571 1,677,718 679,867 
-. $32,739,769 $2,113,456 $877,302 
.. $10,932,559 $32,778 $43,046 
A. Electric 


[26] Respondent’s position as to 
what should be allowed as the annual 
depreciation charge for electric prop- 
erty is not clear. As indicated above, 
respondent showed a total charge per 
books of $3,200,000, without specify- 
ing what proportions were applicable 
to electric, gas and steam properties, 
but merely footnoted the charge, as 
follows : 

“Depreciation (Retirement Appro- 
priations) for the year 1942 include 
all classes of property. 
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“The accretions charged to Account 
503, Depreciation (Retirement Appro- 
priations) closely approximate the 
amount shown as the appropriate ac- 
crual by the company’s depreciation 
studies filed in the rate proceeding be- 
fore the Commission at Complaint 
Docket No. 10867. These accretions 
would be segregated between depart- 
ments, as shown below, if the basis of 
segregation were the ratios shown in 
Respondent’s Exhibit No. 146 filed 
in the above proceeding, recalculated 
for 1942. 





Accretions 
“Department Year 1942 
MEIBEREIC 75 io iwislatocrotninerevereeee $2,851,840.00 
GAG Sales sajoasmaavereesanaiets 240,000.00 
Siam THCAHRE 6.k..0scccns 108,160.00 
ABOUAN ~ sc crsieto siete Yols $3,200,000.00” 


Respondent’s witness Carhart, who 
testified as to accrued depreciation, 
presented Exhibit 369 entitled “Com- 
puted Depreciation Appropriations for 
1942 on Cost to Company Basis,” 
showing a figure of $2,946,835 for 
electric plant annual depreciation, but 
neither he nor any of the other com- 
pany witnesses indicated that either 
this, or any other amount, was the cor- 
rect allowance for the operating ex- 
pense depreciation item. Aside from 
this absence of claim, we can place no 
reliance upon the Carhart figure, first, 
because it is calculated by the 
same erroneous differences-in-present- 
worths method which we discussed at 
length in section I-D, and hence has no 
relationship to depreciation as defined 
by the courts ; and second, because that 
present-worth method was applied to 
alleged cost-to-company figures which, 
as was explained in section I-B, are 
not in fact what they purport to be. 
Commission staff witness Blanchard 
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presented Exhibit 243-A, wherein he 
showed that if reproduction cost at De- 
cember 31, 1940, were depreciated by 
the straight-line process, using his own 
estimate of property life, the annual 
amount would be $5,161,724. How- 
ever, as we Stated in section I-D, 
Blanchard’s lives were based upon in- 
sufficient examination of the property 
and must be rejected, even if reproduc- 
tion cost were the basis of the annual 
allowance, which it is not. 

Here again, as in the matter of ac- 
crued depreciation, we find ourselves 
with a record containing two ap- 
proaches to the question of annual de- 
preciation, each of which has been 
shown, upon analysis, to be unreliable. 
Here again, therefore, as in the mat- 
ter of accrued depreciation, we are 
obliged to consider those facts and 
opinions of each witness which appears 
to be least speculative, the annual re- 
tirements of respondent’s property and 
the experience and practices of electric 
utilities generally in the common- 
wealth; and, having done so, to exer- 
cise our judgment in reaching a con- 
clusion. 

Several recent expressions of the 
superior court upon the subject will 
serve to guide us in exercising that 
judgment. That court, in a number of 
cases, including Cheltenham & A. Sew- 
erage Co. v. Public Service Commis- 
sion (1936) 122 Pa Super Ct 252, 
15 PUR(NS) 99, 186 Atl 149, has 
indicated that there should be some, 
although not necessarily an exact, re- 
lationship between accrued and annual 
depreciation; see also Solar Electric 
Co. v. Public Utility Commission 
(1939) 137 Pa Super Ct 325, 31 
PUR(NS) 275, 9 A(2d) 447. 

The superior court in the Peoples 
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Natural Gas Case (supra) criticized 
both the appellant and the Commission 
for apparent discrepancies between ac- 
crued and annual depreciation. In 
the same case, the court appears to 
have viewed favorably an annual de- 
preciation based in part upon the aver- 
age annual capital loss due to retire- 
ments, with some additional allowance 
for the depreciation which is incurred 
annually upon the property which re- 
mains in service throughout the year. 
While the majority of the court did 
not indicate how the latter point was to 
be taken care of, President Judge Kel- 
ler, in his concurring opinion, indicat- 
ed the desirability of a compound in- 
terest method, wherein the interest 
factor represents the amount which 
the public utility can reasonably expect 
to earn upon its depreciation funds, 
wherever they may be invested. Presi- 
dent Judge Keller went on to say: 
“Consequently, in actual practice, 
these reserves for depreciation— 
especially as to items not replaceable 
for years—are often used in the en- 
largement and expansion and improve- 
ment of the utility, to the relief of ad- 
ditional capital expenditures; and they 
are entitled to have allocated to them 
their proportionate share of the in- 
comes earned on the money so invested 
just as if the expansion and improve- 
ments had been paid for out of new 
capital raised by additional stock or 
bonds.” (51 PUR(NS) at p. 149.) 
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It has been respondent’s practice to 
reinvest its depreciation funds in its 
own plant, upon the fair value of 
which, as appears from Part III here- 
of, we are allowing a return of 6 per 
cent. Another pertinent fact is that 
about 5 per cent of respondent’s plant 
(upon any basis of value) is represent- 
ed by land or land rights, and hence 
is undepreciable. 

Upon consideration of all the factors 
heretofore discussed, we find that the 
proper annual allowance for deprecia- 
tion of respondent’s electric plant is 
$2,600,000. 

The next subject for discussion is 
that of maintenance expense, which 
tends to vary from year to year, and 
consequently the expense in any one 
year cannot be accepted as the criterion 
for future allowance without careful 
scrutiny. 

[The Commission, after a discus- 
sion of maintenance expenses, omitted 
here for lack of space, makes an allow- 
ance of $1,350,000 for production 
plant maintenance in 1942. Allowance 
is also made in the amount of $1,650,- 
000 for annual maintenance expenses 
for transmission, distribution, and gen- 
eral plant. These conclusions are 
reached in view of the facts without 
rulings on regulatory principles. ] 

[27] Respondent’s total operating 
tax accrual per books for 1942 was 
$9,389,372, which respondent assigns 
as follows in its Exhibit 345: 
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Type of tax 
Directly assignable to each service .......... 
Allocated on basis of operating revenues: 
Federal capital stock tax 
State capital stock tax 
P.U.C. assessment 
Local taxes 
Allocated on basis of operating revenues less 
expenses (other than depreciation and in- 
come taxes) : 
Federal income normal tax 
Federal income surtax 
Federal excess profits tax 
State income tax 


ee 
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Totals 


ee ey 


Although, as has been stated, the 
foregoing figures reflect respondent’s 
tax accruals per books, it is to be not- 
ed that the actual admitted tax lia- 
bility, as shown by the returns filed 
as Exhibits 395, 396, and 397, differs 
from the book accruals in several im- 
portant instances : 


Type of Book Actual 

tax Accrual Return Difference 
Federal cap- 
ital stock .. $158,050 $150,000 $8,050 
State capital 
stock 459,097 = 423,775 a\oe2 
Federal in- 
come normal 1,400,862 1,962,052 561,190* 
Federal in- 
come surtax 380,228 692,590  312,362* 
Federal ex- 
cess profits 4,385,637 1,990,289 2,395,348 





$6,783,874 $5,218,706 $1,565,168 

(*) Denotes red figure 
Since book accruals are merely re- 
corded estimates of taxes made in ad- 
vance of their final computation, 
whereas the returns reflect the final 
computations themselves, we will dis- 
regard the book figures where the re- 
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Electric Gas Steam Total 
$1,937,219 $29,274 $7,596 $1,974,089 
147,303 7,744 3,003 158,050 
427,878 22,496 8,723 459,097 
34,959 4,530 656 40,145 
19,909 630 292 20,831 
1,400,862 29,078 13,393 1,443,333 
380,228 7,550 4,117 391,895 
4,385,637 87,082 47,485 4,520,204 
370,364 7,354 4,010 381,728 
$9,104,359 $195,738 $89,275 $9,389,372 


wise is to allow an added return un- 
der the guise of taxes. 

[28] The first taxes requiring spe- 
cific discussion are those applied to 
capital stock, which respondent has al- 
located upon the basis of operating 
revenues. Both these taxes are levied 
upon a valuation of respondent’s capi- 
tal stock; in the case of the Federal 
tax, the basis is a “declared” value; 
the Pennsylvania tax is predicated on 
the “actual value in cash,” measured 
by market price of the stock earnings, 
and intrinsic net worth of respondent. 
Hence, while earnings are a part of 
the measure, operating revenues have 
no connection with the tax. In our 
opinion these taxes should be allocated 
to the various services upon the basis 
that each contributes toward the value 
of the capital stock, and since our rate 
base findings measure each such con- 
tribution from both the asset and earn- 
ings standpoints, we will use them to 
reallocate the two capital stock taxes, 








turns differ from them. To do other- as follows: 
Electric Gas Steam Total 
Bair value findings c.<.s606.0cs000s $202,000,000 $14,600,000 $3,980,000 $220,580,000 
IPEPICONE OF HORN .<-s.0.c-cierre esnciccesieee 91.6 6.6 1.8 100.0 
Federal capital stock tax .......... $137,400 $9,900 $2,700 $150,000 
State Capital stock tax ...4.6. 5.066 388,178 27,969 7,628 423,775 
Total capital stock taxes ....... $525,578 $37,869 $10,328 $573,775 


We find that the allowable capital 
stock taxes applicable to each type of 
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service are as shown in the last line 
of the foregoing table. 














[29] We now turn to a discussion 
of Federal income taxes, the treatment 
of which is one of the most controver- 
sial subjects in rate regulation at the 
present time. The controversy arises 
in part from the fact that these taxes 
constitute a very large portion of util- 
ity expenses, and in part because, the 
heavy taxes having been imposed since 
the war began, the law upon the sub- 
ject has not been settled by authorita- 
tive court decisions. 

There has been a rather widespread 
tendency to allow for rate purposes 
only the normal tax of 24 per cent 
which was in effect in 1940, on the 
theory that the surtax and excess prof- 
its tax, subsequently enacted, are war- 
time emergency taxes and hence im- 
proper measures of future tax costs. 
Our objection to this view is that the 
governmental debt now being accumu- 
lated as a result of war financing will 
require peacetime taxation for its 
servicing and repayment, and although 
tax rates may not continue at their 
present levels, a return to anywhere 
near the 24 per cent rate appears most 
unlikely for many years to come. 


[80] While there are many inter- 
mediate approaches, the opposite ex- 
treme is to allow all three types of 
income taxes for rate purposes. The 
difficulty with this approach lies in the 
manner in which the excess profits 
tax is levied. Thus, of $2,457,146 
subject to the tax, which customers 
paid respondent for services in 1942, 
only $466,858 was retained by the 
company and the remaining $1,990,- 
288 was paid as an excess profits tax 
—which is another way of saying 
that as to this service, the customers 
were required to pay respondent 
slightly more than $5 of profit in or- 
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der that it might provide $1 of inter- 
est or dividends to its security hold- 
ers. Within certain limits which need 
not be discussed here, this ratio could 
become 10 to 1—that is, the customer 
would have to pay $10 of profit to the 
utility, only $1 of which could be re- 
tained for itself. 

Under the Revenue Act, a public 
utility has a choice of two methods of 
computing excess profits subject to 
tax. By one method the profits for 
the years 1936 to 1939 are averaged, 
and the excess of the current year’s 
profits over that average represents 
the excess profits tax base. By the 
other method, the utility first deter- 
mines its “invested capital,” which is 
defined as including 100 per cent of 
its paid-in stock and paid-in surplus 
(collectively called “equity capital’’) 
and 50 per cent of its long-term debt 
(called “borrowed capital.”) When 
the invested capital has been deter- 
mined, the first $5,000,000 thereof is 
allowed an 8 per cent return, the next 
$5,000,000 is allowed 7 per cent, and 
all in excess of $10,000,000 is allowed 
6 per cent. These returns are then 
added together, and the excess of the 
current year’s profits over the sum of 
the allowed returns becomes the ex- 
cess profits tax base. However, when 
this method is used, the corporation is 
permitted to deduct only one-half its 
debt interest in determining current- 
year profits, whereas under the aver- 
age earnings method, all debt is de- 
ductible. 

Neither of these methods is recon- 
cilable with the principles of rate mak- 
ing as laid down by our courts. Thus, 
respondent’s earnings have increased 
over the 1936-1939 average, but so 
also has its investment in plant. As- 
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suming for the moment that the in- 
crease in earnings and plant invest- 
ment were exactly proportional, re- 
spondent could not use the average 
earnings method to escape the excess 
profits tax. Neither could it do so 
under the invested capital method, for 
plant investment and outstanding se- 
curities usually approximate each 
other, but by the method of determin- 
ing invested capital under the Revenue 
Act, the outstanding securities are 
automatically discounted to the extent 
of 50 per cent of the funded debt. 
Consequently, any fair value of plant 
in line with court decisions must be 
considerably in excess of “invested 
capital” for any utility which is fi- 
nanced fairly heavily with indebted- 
ness, and it follows that allowable re- 
turn in a rate case must be likewise 
considerably in excess of “allowable 
return upon invested capital’ for tax 
purposes. Hence, the only way for a 
debt-financed utility to escape the ex- 
cess profits tax in the face of an in- 
creasing investment in plant is to re- 


Security 
Type 


BSUS «Ah. Gis gas oA wea Be Gis Sie a aoe ee eee es 


PEGUAIS aie: ois"oiorsicoigikee loin hsosia Perea hie 


It is well established that the 9 per 
cent earnings on the stock in the 
above example are of no concern to 
the customer, for they cannot affect 
his rates. But by the method of com- 
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ceive no return on the increased in- 
vestment. This is manifestly unfair, 
particularly inasmuch as most utili- 
ties, respondent among them, have in- 
creased their plant investments to 
provide the materials of war at the 
urgent request of the Federal govern- 
ment. 

There is one further point which 
appears worthy of consideration. The 
position of the courts, and consequent- 
ly of this Commission, has been that 
a public utility is entitled to earn a 
fair over-all return upon its plant, and 
that if it can finance a part of that 
plant with low-cost borrowed money, 
the fact that the stockholders thereby 
get a larger-than-fair return is not a 
justification for reducing the rate to 
the customer. For example, suppose 
a utility to have $100,000,000 of plant, 
financed half by common stock and 
half by 3 per cent bonds, and that the 
allowed over-all return is 6 per cent. 
The distribution of earnings would be 
as follows: 





Earnings 
Amount Amount Per Cent 
--- $50,000,000 $1,500,000 3 
.-. 50,000,000 4,500,000 9 
... $100,000,000 $6,000,000 6 


puting “invested capital’ under the 
Revenue Act, this earnings advantage 
is destroyed, as shown by the follow- 
ing simplified example: 








> Pry 


~~ og nn 







































Earnings 


Add back 50 per cent of bond interest ........ 


Earnings for excess profits purposes 


Invested capital : 
Stock (at 100 per cent) 
Bonds (at 50 per cent) 


Total tmivested: capital ..ccccccccccccccecs 


Allowed return: 
8 per cent on first $5,000,000 
7 per cent on second $5,000,000 
6 per cent on remainder 


Excess profits tax base 


Pass At: OU perm CONE o.xscdcccicw accesses cues 


In consequence of this tax, the earn- 
ings available to the stock in our 
previous table are reduced from $4,- 
500,000 to $2,610,000, or from 9 per 
cent to 5.22 per cent—a figure lower 
than the initial 6 per cent over-all al- 
lowed return for rate purposes. 

As previously stated, the customer 
has never ‘been given the benefit of 
lower rates when a utility financed its 
plant with borrowed money. The 
question before us is as to whether 
the rule should work both ways—that 
is, whether, when tax legislation is 
enacted which penalizes previously ad- 
vantageous financing, that penalty 
should be placed upon the customer 
to whom no corresponding benefit 
inured. We think the rule should 
work both ways, and our allowances 
for taxes will be premised on the as- 
sumption that a public utility is fi- 
nanced entirely with equity securities, 
when that assumption will be of bene- 
fit to the consumer. We now turn to 
the income tax computations, 

Several factors affecting the mathe- 
matics must be considered.‘ First, re- 
spondent had an excess profits credit 
adjustment of $1,412,599 which is 
nonrecurring, and hence will be ex- 
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Sdteetececssetddeguencecdeusseed $6,000,000 
Se sicicnsleg edeenyees ernecceaues oe 750,000 
mcldasadecadaededesusaenaces cece $6,750,060 
PORLER ECC ORE T CLE $50,000,000 
CECE COCO OL EEC ECL 25,000,000 
POrECUCECETUCI EC CECT YT $75,000,000 
MCCELUCE EEL ECUE ERECT $400,000 
MRC REC CCRC CEC CUE CECE 350,000 
PE CEC EC ERT CCL ECE CEL CE 3,900,000 4,650,000 
Seaduewaddcecdwdadecsdecdeaceta 2,100,000 
PE CERRO OCR CCE ECE EC EEC CE CCE TEE EE $1,890,000 


cluded from our calculations. Second, 
income taxes are levied upon income 
after interest has been deducted, 
whereas our allowed return on rate 
base is before deduction for interest— 
that is, interest is payable from the al- 
lowed return. Finally, there is a limi- 
tation on the excess profits tax which 
is operative here, and will be used in 
our calculations. 

With these facts in mind, the first 
problem is to find that taxable income 
which, after taxes shall have been de- 
ducted, will produce our allowable re- 
turn less bond interest. Such a figure, 
found by formulas which are too in- 
volved to insert here but which may 
be inspected in the Commission’s 
offices, is $21,755,275, as is shown 
by the following pro-forma tax re- 
turn: 


Line No. Item Amount 
1 Net income, after interest ... $21,755,275 
2 Average earnings—1936-1939 6,722,973 
3 Specific exemption .......... 5,000 
4 Miscellaneous credits ....... 36,168 
5 Total credits: . .<ccusccee 6,764,141 
6 Excess profits net income .... 14,991,154 
7 Tentative Excess Profits Tax 
#1 (90 per cent of line 6) 13,492,021 
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Line No. Item Amount 
8 Net income, from line 1 .... 21, ~_ = 
9 Dividends received credit ... 
10 Excess profits net income .... 14, 901" E71 
11 Total credits) ...<cescces 14,992,656 
12 Normal tax net income ...... 6,762,619 
13. Normal Tax (24 per cent of 
MHC UNE) Ahiccasccaron a wares 1,623,029 
14 Normal tax net income, from 
TEE aR a ae te Sears hee at 6,762,619 
15 Dividends paid credit ....... 3,846,532 
16 Swurtax net income « 2.6.65. 2,916,087 
17 Surtax (16 per cent of line 
BIS) or cate crnaresran eras 466,574 
18 Net income, from line 1 ..... 21,755,275 
19 —— received credit, 
Pom one 8 coi. ccisiccnie cai 1,522 
20 Dividends paid credit, from 
eT Lk | eae ees es eee ee 3,846,532 
21 MiOtal “CREAMS: cocci cisccws 3,848,054 
22 Line 18 minus line 21 ....... 17,907,221 
23 80 per cent of line 22 ....... 14,325,777 
24 Normal tax, from line 13 .... 1,623,029 
25 Surtax; from line 17 .....5:605 466,574 
26 Total normal and sur- 
LAKES cane ciewweeene 2,089,603 
27 Tentative Excess Profits T 
#2 (line 23 minus line 26) 12,236,174 
28 Excess Profits Tax (lesser of 
MNCS: 7 ANG 27) sec cescs cs 12,236,174 
29 Post-war credit (10 per cent 
Ofiline 28)! -...scasccavews 1,223,617. 
30 Net Excess Profits Tax .... $11,012,557 
31 Net income, from line 1 .... $21,755,275 
32 Normal tax, from line 7 .... 1,623,029 
33 Surtax, from Tine 17 .......0: 466,574 
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Line No. Item Amount 
34 Net excess profits tax, from 

BG OO) soci sicekew wen sie. 11,012,557 
35 Total Federal income taxes .. 13,102,160 
36 Balance to respondent after 

taxes and interest: .......65 8,653,115 
7 MMLEEESE. Socios wase amc ae eas 


4,684,534 


38 Balance to respondent after 
taxes but before Interest— 
ie. The Allowable Return . $13,337,649 

We therefore find the allowable 
over-all Federal income taxes at pres- 
ent rates to be $13,102,160. 

In 1943, the Pennsylvania income 
tax basis was changed, so that it is 
now imposed at the rate of 4 per cent 
on the net income after interest but 
before Federal income taxes. The 
first problem here is to find the in- 
come which, with the Pennsylvania 
income tax deducted, produces the 
$21,755,275 with which we began our 
Federal-tax calculation. Such income 


would be $22,661,745, as follows: 


Line No. Item Amount 
L (Wet aneeme: 2.25.25. .5 0 -e. $22,661,745 
2 State Tax (4 per cent of line 

11 aR AREA ere ica Hearne 906,470 


3 Balance before Federal Taxes $21,755,275 


[31] We therefore find the allowa- 
ble over-all Pennsylvania income tax 
to be $906,470, and this, added to the 
$13,102,160 already found for Fed- 
eral taxes, produces a total of $14,- 
008,630 of allowable over-all income 
taxes. These we apportion to the 
various services of respondent upon 
the basis of our allowed returns on 
those services : 





Allowed Per cent of Income Tax 

Type of Service Returns Total Apportionment 
PRG nc Sin ina ia nvecstele oti a lei ave one eines eee $12,120,000 90.8706 $12,729,726 
WAS pws ess os isisie ince wie atone Bini eelewts 949,000 71152 996,742 
Blea i osiicioscue ieia lathe tlomisieileleone cleo oe nreeeies ae 268,650 2.0142 282,162 
ORES 5. sscscis i Dio ewinioraiele lane Sele eal Oslo bene ee $13,337,650 100.0000 $14,008,630 
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t We find that the allowable income 
taxes applicable to each of respondent’s 
sal services are in accordance with the last 
60 column of the foregoing table. 
co) co) 
ii Type of Tax 
15 Directly assignable to each service ........ eee 
134 Allocated on basis of operating revenues: 
= PAW@. ASSESSINONE: foes ccs cose ainueewee anece 
OGRA OG es rr cnes sirens Veneer adadcuseue ° 
Allocated on basis of rate base findings: 
49 anita) Stock (AXES: «265s 20 once west nnenecece 
Allocated on basis of allowed returns: 
ple ACOMIE CARES? c.cuidc cisco odadaceeneencadeuaues 
eS- PROEAIG Ufo cicterdsie. cs cielo wa wend menace sas 
We find that the total allowable 
5 taxes applicable to each of respondent’s 
” services are as shown in the last line 
we of the foregoing table. 
“i The following is respondent’s elec- 
— tric operating statement for 1942, ad- 
in- . P é . 
. justed to reflect our findings: 
nia 
the Operating revenues ........00--- $43,672,328 
Operating expenses: 
ur DICHECEIANON ca .c.cecoeewecewss 2,600,000 
me DES CS ONE Romer err cee rT tee 15,247,391 
GOke ae oe ee ee ae ecoueeet 20,932,137 
Total operating expenses ....... $38,779,528 
int eeeireeneeeenes 
745 Operating income ......... $4,892,800 
470 B. Gas 
ite As was shown in the introductory 
275 portion of Part IV, respondent’s gas 
was expenses for 1942 were $2,113,456 
tas per books according to its Exhibit 348, 
the and of these, the only two requiring 
‘ed- adjustment are annual depreciation 
14. § and taxes. 
ome The same lack of a definite claim 
the as to annual depreciation that we not- 
pon ed in section IV-A is present here. 
ol The company’s income statement, 
which reflects its book figures, shows 
$240,000 as applicable to gas plant de- 
seve preciation, and witness Carhart’s Ex- 
"a: . 
oe hibit 369 provides a figure of $245,- 
742 944, but neither amount is put forth 
162 by the company as its claim. Fur- 
530 thermore, as we have noted previous- 
35 
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We may now restate respondent’s 
taxes to reflect the adjustments we 
have made: 





Electric Gas Steam Total 
$1,937,219 $29,274 $7,596 $1,974,089 
34,959 4,530 656 40,145 
19,909 630 292 20,831 
525,578 37,869 10,328 573,775 
12,729,726 996,742 282,162 14,008,630 
$15,247,391 $1,069,045 $301,034 $16,617,470 


ly, Carhart’s method of computing 
depreciation lacks bases in fact, and his 
results, as such, cannot be accepted. 
Using the same processes of judgment 
described in section IV-A, we find that 
the allowable annual depreciation for 
respondent’s gas plant is $185,000. 

As to taxes, we have already found 
the allowance for gas operation in sec- 
tion IV-A, in the amount of $1,069,- 
045. 

We now recast respondent’s gas in- 
come statement for 1942 by substitut- 
ing our findings for taxes and depre- 
ciation : 








Operating revenues ...ccccccecees $2,146,234 
Operating expenses: SS 
RICHSOGIAUION ©. ocx cdncennnsdeses 185,000 
"RANGE! Wace ceededencevndadenes 1,069,045 
CHER ccccancevacssncsccenaees 1,677,718 
Total operating expenses ......... 2,931,763 
Operating deficit ......e-. $785,529 

C. Steam 


Respondent’s steam expenses for 
1942 per books were $877,302 ac- 
cording to Exhibit 348, and of this 
amount, $108,160 is assigned to an- 
nual depreciation. For reasons we 
have already described, it is necessary 
that we make a judgment finding upon 
this item, and accordingly we find that 
the allowable annual depreciation for 
respondent’s steam plant is $72,000. 
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We have already found the total tax 
allowance for steam operations to be 
$301,034. 

The following is respondent’s steam 
income statement for 1942 (per Ex- 
hibit 348), adjusted to reflect our find- 


ings : 





Operating revenues ........eeee0- $920,348 
Operating expenses: i 
PIEDECCIBHOR 5 sce6-cc0rsios eases ec. 72,000 
PEUAMIOS, oy oo fnleiois wiv 0s oie cists rorersiolos 301,034 
NOE os Soa tk coeesiws wanes Gwieins 679,867 
Total operating expenses ......... 1,052,901 
Operating deficit .......... $132,553 


V. Findings and Order 


There is presented below in tabular 
form a comparison of our allowed re- 
turns with the returns actually earned 
by respondent based upon our allow- 
ances for operating expenses, depre- 
ciation and taxes: 


Type of Allowed Earned 
Service Return Return 
RCCItIC .cscSaeccess $12,120,000 $4,892,800 
NGA, i aleiloinicnciewit > 949,000 785,529* 
SUE. vise e'eniee esis 268,650 132,553* 





* Denotes red figure. 


We therefore find and determine 
that the rates of respondent now in 
effect for its electric, gas and steam 
services are not unjust, unreasonable, 
or productive of an excessive return 
to the company ; therefore, 

Now, to wit, January 3, 1945, it is 
ordered nisi: 

1. That the complaints docketed at 
C. 9556 and C. 10867 be and are here- 
by dismissed. 

2. That, unless exceptions are filed 
hereto, in conformity with Commis- 
sion Rule of Practice No. 51, within 
thirty days of service hereof, this or- 
der shall become the final order in 
these proceedings. 
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Buchanan and Morgal, Commission- 
ers, file dissenting opinions. 


BUCHANAN, Commissioner, dis- 
senting: Strive as I will I can find 
very little to add by way of refutation 
of the conclusions reached by the ma- 
jority than the text of the staff report 
incorporated in the majority order 
which text was designed to reach com- 
pletely opposite conclusions. 

In this result the order differs in 
no respect from the pattern of other 
Commission orders relative to Penn- 
sylvania Power & Light Company 
matters before us in the immediate 
past. See in Re Lehigh Valley Transit 
Co. and Pennsylvania Power & Light 
Co. (transfer of Allentown Steam 
Electric Generating Station) A. 
62206, September 2, 1943. In Re 
Lehigh Valley Transit Co. and Penn- 
sylvania Power & Light Co. (transfer 
of preferred stock) A. 62416, Octo- 
ber 11, 1943. 

Certainly there is a contrast be- 
tween the results obtained by this 
Commission as demonstrated by this 
order and the results obtained by the 
Commission between 1935 and 1938 
during which time voluntary and in- 
voluntary rate reductions approximat- 
ing $5,000,000 were obtained. 

The present order not only nullifies 
previous rate reductions but opens the 
door for future increases of 163 per 
cent on the basis of today’s business 
and of 30 per cent on the basis of 1937 
operations at the will of P. P. & L. 
I believe this decision determines 
finally the Lancaster rate issue—Arm- 
strong Cork Co. v. Pennsylvania 
Power & Light Co. C. 13716, April 
27, 1943. 

This is regulation of public utility 
service by the public utilities them- 
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selves, not by a governmental agency 
concerned with the public interest. 
The public interest has become solely 
the corporate interest. That is bu- 
reaucracy at its worst—a govern- 
mental bureaucracy controlled by par- 
tisan politics, not for the public good 
but for private gain at public expense. 
A governmental rubber stamping of 
corporate policy that is destructive of 
government itself. 


Baldly this is a case where the of- 
ficers of the public utility perpetuate 
themselves in office by the use of polit- 
ical power acauired through the far- 
flung organization and operations of 
the public utility. Those officers con- 
trol the public utility and notoriously 
the politics of the area in which utility 
service is rendered and they remain 
in control of both through the concen- 
tration of voting strength in a hold- 
ing company which has contributed 
not one penny to acquire such control. 

The chief effect of the present or- 
der is to bolster the earnings value of 
the common and part of the preferred 
stocks which are lacking in supporting 
property values and by so doing it 
perpetuates that inequitable control of 
the holding company over a public 
utility chartered to render public serv- 
ice at just and reasonable rates which 
this order likewise negatives. Under 
a holding company management, 
which in this record received the bless- 
ing of John S. Wise, president of P. 
P. & L., and which blessing was re- 
ciprocated on the part of the holding 
company by keeping Mr. Wise in of- 
fice, a deliberate policy for the cir- 
cumvention of the regulation of rates 
and the security issues of P. P. & L. 
was laid down. The modus operandi 
is old and was reduced to letter form 
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in 1927 and constitutes Exhibit 270 
in this record. 


C. 10867 — Pennsylvania Power & 
Light Company 
“Mr. Frank A. Reid 

Office April 18, 1927 

In re: Pennsylvania Reorganization 

“T suggest, therefore, so that the 
Commission wil find it much more 
difficult to unravel the cost of the vari- 
ous properties, that we go before them 
with a plan that contemplates both the 
transfer of certain properties to Penn- 
sylvania Power & Light Company as 
well as the formation of a new utility 
company, and also the transfer to the 
Lehigh Valley Transit Company of 
the railway properties, so that it will 
be practically impossible for anyone to 
find out what the cost of any individual 
property was or the cost of any par- 
ticular group of property. 

“IT do not understand why §$2,- 
500,000 of electric light property is 
transferred to the East Penn Electric 
Company in place of $1,500,000 rail- 
way properties, although I believe 
that in the general mix-up we can 
transfer any amount of property to the 
East Penn Electric Company in place 
of the railway property and it will not 
make any difference. I am, however, 
not entirely clear as to this and sug- 
gest that you talk to Root about it. 

“Tt is the first reorganization that I 
have had anything to do with where 
a step-up in Plant Account was not 
made with property owned by individ- 
uals who could have no balance sheet, 
the net effect of which was to make tt 
impossible to trace the increase.* 

“T again desire to impress upon you 





* “That is exactly what has been done in 
plan. S. W. M. missed part of it.” 
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the importance, in my opinion, of 
scrambling all these reorganizations 
together so that about the only thing 
the Pennsylvania Commission will be 
able to understand will be the result 
and not how the result was reached. 
Root’s reorganization 1s too simple 
and too easy to follow, particularly 
(the increase in) the Plant Account 
of the Susquehanna reorganization 
from $25,000,000 to $61,000,000 
through a merger. 

“The net result of Root’s plan as 
I see it 1s to have the whole Susque- 
hanna situation cost Lehigh nothing, 
and while / believe that is a very salu- 
tary result in the ordinary case, —. 
Such a result, in my opinion, might 
start an investigation into our whole 
rate and financial structure in Penn- 
sylvania and lead to all sorts and kinds 
of consequences.” ¢ (Italics added.) 

The above quotations are excerpts 
from a letter from Samuel W. Mur- 
phy, late president of Electric Bond 
& Share Company, top-holding com- 
pany in the system of which Pennsyl- 
vania Power & Light Company is the 
largest operating unit, to Frank A. 
Reid, senior partner in the law firm 
of Reid and Preist, then and now 
counsel for the Electric Bond & Share 
group with marginal notes by an un- 
known—probably Root, the author of 
the plan under consideration. 

The letter is of record in this case 
as Commission’s Exhibit 270 and like- 
wise appears as Exhibit 389, File 59- 
12, of Securities and Exchange Com- 
mission in its § 11 action against 
Pennsylvania Power & Light Com- 
pany, Electric Bond & Share, et al. 

It establishes a definite lack of any 








+ “Don’t see how Commission will see origi- 
nal costs as they are all on Lehigh’s books.” 
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moral or legal standards for the rendi- 
tion of service for the accommodation 
and convenience of the public by Elec- 
tric Bond & Share Company and by 
Pennsylvania Power & Light Com- 
pany. It demonstrates a deliberate 
attempt to frustrate regulation of pub- 
lic utility affairs by any regulatory 
commission and particularly the Penn- 
sylvania Commission in the public in- 
terest. Moreover it definitely states 
the opposition by Electric Bond & 
Share Company and P. P. & L. to 
rendering any helpful, informative or 
honest codperation with the Pennsyl- 
vania Commission to obtain just and 
reasonable rates or toward equitable 
and proper security issues. 

Restating the policy it was: To 
make it difficult to unravel the cost of 
properties—to make it practically im- 
possible for the Pennsylvania Commis- 
sion to find the actual cost of any in- 
dividual property or group of property 
—to “‘step up” plant accounts in such 
a manner that the amount of the re- 
sultant “water” would be impossible 
of discovery—“scrambling” reorgani- 
zations so that only the result would 
be —understandable—reorganizations 
that cost the holding company nothing 
—fear of the consequences of an inves- 
tigation into the P. P. & L. rate and 
financial structures. With the present 
order this fear should be completely 
relieved. 

Pennsylvania Power & Light Com- 
pany was incorporated under date of 
June 4, 1920, as the result of a joint 
agreement of consolidation and merg- 
er dated April 12, 1920, between eight 
companies, as follows: [List omitted. ] 
All of these companies were operating 
companies of substantial size with the 
exception of Pennsylvania Power & 
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Light Company, which was a so- 
called ‘“‘paper company.” 

Upon consummation of the merger 
forming the newly created Pennsyl- 
vania Power & Light Company on 
June 4, 1920, 92,880.81 shares of $7 
preferred stock (no-par value) were 
issued to the holders of the capital 
stock of the merging companies. In 
addition, 310,000 shares, consisting 
of the entire common capital stock of 
the new Pennsylvania Power & Light 
Company, were issued to Lehigh 
Power Securities Corporation (1). 

During the period from 1920 to 
1924, Lehigh Power Securities Cor- 
poration (1) converted its holdings of 
65,000 shares of $7 noncumulative 
preferred stock into 65,000 shares of 
$7 cumulative preferred stock. No 
cash was involved in this conversion. 
In 1924 Lehigh Power Securities Cor- 
poration (1) sold its holdings of 
65,000 shares of $7 cumulative pre- 
ferred stock as follows: 


Jan. 17, 1924— 
Electric Bond and Share Com- 
pany 
DOOD: SHARES) 6a. dlersic wh eeeee eects $1,850,000 
Apr. 22, 1924— 
Dillon, Reed and Company 
ZOROUE SHAECS: facco ecu eewocwaese 1,848,800 
Aug. 24, 1924— 
Guaranty Company of New 
York, and Brown Brothers and 
Company 
25,000 shares ..c.ses eaveceugees 2,500,000 
Total price received ............ $6,198,800 
Less: Commission and other ex- 
PENSES? cincccceinss mace rage yea 177,300 
$6,021,500 


Lehigh Power Securities Corpora- 
tion (1) eventually disposed of a few 
additional preferred shares held by it 
and retained only the 310,000 shares 
of common stock. A calculation to 
show the cost of the 310,000 shares 
of common stock and the preferred 
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stock issued to Lehigh Power Securi- 
ties Corporation (1) as of the date of 
the merger, namely, June 4, 1920, has 
been made. On page 88 of Commis- 
sion Exhibit 237 is a statement show- 
ing the cost to Lehigh Power Securi- 
ties Corporation (1) of the preferred 
and common stock of the predecessor 
constituent companies exchanged for 
preferred and common stock of Penn- 
sylvania Power & Light Company in 
the merger of June 4, 1920. The total 
cost on a cash basis is shown at $3,- 
556,231.05. However, Lehigh Power 
Securities Corporation issued 305,000 
of its own shares in this connection to 
which it assigned a stated value of 
$2,000,000. If it is assumed that 
the $2,000,000 stated value placed 
upon its own common stock by Le- 
high Power Securities Corporation 
(1) was representative of an actual 
consideration having value to the ex- 
tent of $2,000,000 the cost to Lehigh 
Power Securities Corporation would 
then be increased to $5,556,231.05. 
Even so the consideration received 
by Lehigh Power Securities Corpora- 
tion (1) upon disposal of the pre- 
ferred shares of Pennsylvania Power 
& Light Company, exceeded its in- 
vestment in the shares of the predeces- 
sor companies to the extent of $390,- 
177.89, thereby indicating that, fol- 
lowing consummation of the 1925 pre- 
ferred stock sales, Lehigh Power Se- 
curities Corporation continued to re- 
tain the entire 310,000 common shares 
of Pennsylvania Power & Light 
Company at a negative investment or 
profit of $390,177.89, assuming as 
was said above, that the $2,000,000 of 
stated value of the common stock of 
Lehigh Power Securities Corporation 
was a proper cost. 
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Summarizing, Lehigh Power Se- 
curities Corporation (1) in the merger 
of 1920 received 310,000 shares of 
Pennsylvania Power & Light Com- 
pany common stock and in addition 
received $2,450,602.89 in excess of 
the cash cost to Lehigh Power Se- 
curities Corporation (1) of the secu- 
rities of the constituent companies that 
entered into the 1920 merger and this 
excess was subsequently increased to 
$2,530,765.05 during 1927. 

It follows that Lehigh Power Se- 
curities Corporation (1), which re- 
ceived the shares in 1920; its succes- 
sor, Lehigh Power Securities Corpora- 
tion (2), organized in 1926, which 
succeeded the first Lehigh Power Se- 
curities Corporation; and National 
Power and Light Company, which 
succeeded to Lehigh Power Securities 
Corporation (2) and is presently the 
immediate holding company of Penn- 
sylvania Power & Light, have had a 
minus investment in the common 
stock of Pennsylvania Power & Light 
Company to the extent of $2,530,- 
765.05. 

Nor is this fact denied by P. P. & 
L. in a volume prepared by the Penn- 
sylvania Power & Light Company for 
use in connection with certain re- 
financing that took place in 1939, the 
company makes the following state- 
ment: “The aggregate stated value of 
securities issued to Lehigh Power Se- 
curities Corporation for the properties 
and net assets acquired from it ex- 
ceeded the cost to Lehigh Power Se- 
curities Corporation of such properties 
and net assets by $2,786,857.83.” 

The significance of the negative in- 
vestment of National Power & Light 
Company is that without cost to it, 
National inequitably controls through 
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100 per cent stock control the officers 
and through them the policy of P. P. 
& L. The harmful effects of that pol- 
icy as it relates directly to rates will 
be mentioned later, its effect upon the 
financial structure of P. P. & L. which, 
in turn, is principally responsible for 
the instant order, is my immediate 
concern. Very evidently this 1920- 
24 excursion into the frenzied finan- 
cing of the 1920’s was the prelude to 
the Murphy letter of 1927 and is evi- 
dence that Mr. Murphy, in writing 
the letter, knew whereof he wrote. 

The capitalization of P. P. & L. as 
of December 31, 1942 and 1944, was 
as follows: [Table omitted. ] 

In response to our General Orders 
Nos. 49, 53, and 55 of the Uniform 
Systems of Accounts Prescribed for 
Electric and Gas Utilities, P. P. & L. 
filed on December 30, 1940, with this 
Commission and the Federal Power 
Commission reports covering the re- 
sults of its electric plant reclassifica- 
tion studies. Following an examina- 
tion of company’s records, Federal 
Power Commission issued an order 
requiring company to show cause why 
it should not be required to classify 
certain amounts in a manner differ- 
ent from that proposed by company. 
And on November 10, 1944, at Docket 
No. IT-5873, Federal Power Com- 
mission issued its final order which in 
so far as this proceeding is concerned 
found that the original cost of the 
electric plant of P. P. & L. was $144,- 
776,435.22 as of December 31, 1937. 

By its order of December 19, 1944, 
this Commission at E. O. C. No. 34 
found substantially the same figure 
but differed somewhat from FPC in 
its accounting treatment of other 
items. The significance of this figure 
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$144,776,435.22 is that as of the same 
date Deecmber 31, 1937, P. P. & L. 
carried its plant account on its books 
in excess of $211,303,329.73 or $66,- 
526,894.51 higher than cost. Digress- 
ing, it is with this last figure that the 
two Commissions split. Federal Power 
Commission directed that P. P. & L. 
write off the whole amount against in- 
come, i.e., charged to the stockhold- 
er while this Commission permitted 
$25,000,000 to be charged against ex- 
pense, i.e., the ratepayer. My reason 
for mentioning that difference is that 
operating expenses have been in- 
creased $928,000 annually by the 
PUC method and depreciation reserve 
accumulations weakened by a loss of 
$800,000, annually, to amortize fic- 
titious values or a total sum of $1,- 
728,000. 

Consistently throughout this entire 
record, P. P. & L. has resisted any 
attempt to reach an accurate original 
cost determination of its electric plant 
but to date it has not resisted either 
the Federal Power Commission’s or- 
der or that of this Commission. In 
fact, it has at least tentatively acqui- 
esced in both so far as original cost 
is concerned. Inasmuch as_ there 
seems to be accord on one thing at least 
between P. P. & L., FPC, and PUC, 
namely, that the original cost of used 
and useful property of P. P. & L. 
when first devoted to public use was 
approximately $144,750,000, as of 
December 31, 1937. and that accord 
is a public record not only of this Com- 
mission but likewise of Federal Power 
Commission, it should follow that it 
receive proportionate weight in this 
case. Although requested so to do, 
P. P. & L. has utterly failed and re- 
fused to submit this information to the 
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Commission for the record, although 
admittedly now, it was available then. 
To me it has significance over all of 
the rest of the mysticism surrounding 
the attempt to deduce “fair value”’ 
from the welter of misinformation in 
this record. 

Starting with an original cost of 
electric pliant at December 31, 1937, 
of $144,750,000 (rounded) there have 
been net additions and retirements to 
electric plant, including allocations of 
common plant, of $21,588,826.59 to 
December 31, 1942, which rounded 
will give $21,600,000 or total electric 
plant of $166,350,000 at the latter 
date. I will make no attempt to bring 
this record up to December 31, 1944, 
because to do so will only reflect the 
abnormalities of total war. 

I am in disagreement with the per- 
centage for accrued depreciation of 15 
per cent found by the majority as a 
minmum depreciation reserve require- 
ment of this electric plant. This is not 
even a modern plant. P. P. & L. serves 
electricity in all or parts of 28 counties 
in the central and northeasterr parts 
of the state. Its origin is one o:. merg- 
er and acquisition involving several 
hundred individual companies The 
method of financing adopted by P. P. 
& L., and its top owner Electric Bond 
and Share, with each merger was one 
adapted first of all to get control of the 
new unit without cost to Electric Bond 
and Share; secondly, to get new se- 
curities into public hands whereby not 
only the cost of the new unit was fi- 
nanced but also additional capital was 
secured for further amalgamations and 
more financing, as we have seen above 
in the Murphy letter. 

Good examples of obsolete generat- 
ing plants normally not used nor useful 
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in the public service but carried on the 
books at substantial values are Good- 
spring, Carlisle, Millersburg, and Lock 
Haven plants. Likewise there is the 
Allentown Steam Electric Generating 
plant recently acquired (1943) from 
Lehigh Valley Transit in one of those 
transactions sanctioned by this Com- 
mission for which Electric Bond and 
Share and its subsidiaries are notori- 
ous. Inthe Allentown Case a test run 
of the plant at the Commission’s direc- 
tion demonstrated that the facilities 
not only were not in condition to op- 
erate but also that the company had no 
intention of putting it into condition, 
Re Lehigh Valley Transit (1943) 19 
PUC 10-16. While the test run has 
proved opportune in bringing about 
general improvement in the Allentown 
and other obsolete generating stations 
in time to put their hoary old shoulders 
behind the war movement, neverthe- 
less after the war drums have ceased 
the obsolescence will be magnified by 
the postwar endeavor to modernize in 
the interest of operating efficiency and 
to help the wheels of industry to be- 
come adjusted to peacetime produc- 
tions. 

In view of the known obsolescence 
of plant the reserve requirement per- 
centage should be substantially higher 
than that fixed by the majority. Car- 
hart, the company witness, proved him- 
self to be so biased in his judgment 
that no consideration could be given to 
his testimony. The Commission’s wit- 
ness, Blanchard, on the other hand 
while expressing his engineering ex- 
perience with respondent’s property 
perhaps went to the other extreme and 
overstated the depreciation require- 
ment, although I am much more in- 
clined to accept his version of condi- 
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tion in the light of our general knowl- 
edge of the plant age. The SEC stand- 
ard for the depreciation requirement 
for modern electric facilities is 20 per 
cent on a straight-line basis but much 
of the plant here is not modern. My 
own opinion is that inasmuch as sub- 
stantial portions of the generating 
equipment must be retired as obsolete 
as soon as the war demands are less- 
ened, and that other portions of the 
property are quite aged, the reserve 
requirement on a straight-line basis 
is not less than 25 per cent of the de- 
preciable property and probably should 
approach 35 per cent. I will adopt 25 
per cent as the requirement. 
Summing up the rate base. 


TABLE [ 
Original cost electric plant ..... $166,750,000 
Land and land rights: . .....ce8 10,350,000 
Depreciable: plant sccsiciecidcies cia: $156,400,000 
ZI7o GEPRECIAUON -os.0s-c:caweeecs 39,100,000 


Depreciable plant depreciated ... $117,300,000 
Land and land rights 10,350,000 


secuar $127,650,000 


As we have seen in the above tabula- 
tion the securities outstanding on De- 
cember 31, 1942, totaled $206,198,256 
of which $126,270,000 was long-term 
debt. On this basis the ratio of long- 
term debt to depreciated property 
$127,650,000 would be 100.5 per cent’ 
and total capitalization as of Decem- 
ber 31, 1942, is excessive by the dif- 
ference between $206,200,000 and 
$127,650,000 or $78,550,000. With 
a 20 per cent reserve requirement, de- 
preciated electric plant would be $135,- 
470,000 and, with 15 per cent, it 
would be $143,290,000 resulting in 

1This result is obtained without giving 
consideration to gas or steam property which 
I consider obsolescent and not worth more 


than their 1942 net income capitalized at 6 
per cent about $4,000,000. 
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more favorable debt to plant ratios but 
by so doing there would be a blinking 
of the resulting bad depreciation re- 
serve position caused by the age and 
obsolescence of the plant which after 
all, in a going concern, is the real se- 
curity behind debt. 

But the above calculations demon- 
strate another significant element in 
this rate muddle. If at a depreciation 
reserve percentage of 25, 20, or 15 the 
highest amount resulting for depre- 
ciated plant is $143,290,000. This 
figure is not sufficiently large to sup- 
port any common stock and only a 
small part (approximately 25 per 
cent) of the preferred. Therefore, it 
would appear that the whole capital 
structure is greatly excessive and out 
of proportion and makes more glaring 
the extremes to which the majority 
have gone to support it. 

P. P. & L. introduced an elaborate 
exhibit entitled Cost to Company with 
the intent of showing the total cost of 
the electric plant to the company at the 
time of acquisition. Of course the re- 
sults exceeded $200,000,000 because 
that is the goal which must be obtained 
to save the common stock and through 
it National Power & Light Company 
and the executive officers of P. P. & L. 
However, the original cost study of 
FPC, supra, and of this Commission 
covered the identical ground which the 
respondent purported to analyze. The 
net result of the FPC and PUC find- 
ings in addition to the figure of $144,- 
750,000, original cost above men- 
tioned, was $25,930,121.01 charge- 
able in Account 100.5 Electric Plant 
Acquisition Adjustments and which 
amount, as to its integrity was not a 
matter of perfect accord between the 
two Commissions because of the dis- 
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similarity of treatment which the 
amount received from each. Never- 
theless the amount appears:in Account 
100.5 in both orders and, for the pur- 
pose of this opinion only, will be treat- 
ed as authentic. 

By his letter to this Commission 
dated November 22, 1944, John S. 
Wise, president of P. P. & L., tenta- 
tively accepted the establishment of the 
amount of $25,900,000, supra, along 
with other items, not of importance 
here, in Account 100.5 and proposed a 
method for its disposition through 
charges to operating expense, thereby 
according recognition to it by both 
parties as acquisition cost. If the orig- 
inal cost as of December 31, 1942, in 
the amount of $166,750,000 should be 
increased by $25,900,000 of acquisi- 
tion costs, the resulting “cost to com- 
pany”’ of $192,650,000 would approxi- 
mate P. P. & L. original cost untrend- 
ed and undepreciated of $191,565,960, 
after deducting from the claimed 
amount of $221,000,000, such spuri- 
ous “balancing” items as the $12,- 
483,586 appearing at page 2515 of the 


record. Applying the above method 
of calculating depreciated original 
cost: 
Taste III 

Acquisition cost electric plant ... $192,650,000 
Land and land rights .......... 10,350,000 
Depreciable property ........... $182,300,000 
2596 AEDFECiADle- so. ssccccceess 45,575,000 
Depreciable plant depreciation .. $136,725,000 
Land and land rights .......... ,350,000 
Depreciated cost to company ... $147,075,000 


By coincidence this result approxi- 
mates within $700,000 the result of 
a staff purge of the original cost 
claimed by the respondent in the rec- 
ord. Apparently what respondent 
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presented was a cost to company base 
and not original cost. But the signifi- 
cance of the result is that likewise un- 
der the company’s own theory, total 
capitalization as of December 31, 
1942, is excessive by the difference be- 
tween $206,198,000 and $147,075,000 
or $59,123,000? which deficiency like- 
wise eliminates any consideration of 
common and a substantial portion of 
the preferred stocks. It therefore ap- 
pears that Pennsylvania Power & 
Light Company by its own tentatively 
accepted figures of cost to company, 
with which the majority of this Com- 
mission is in accord and FPC disputes 
as too high, is deficient by 30 per cent 
in the supporting values of its electric 
property to its outstanding securities, 

A choice must be made in this case 
between the investor in the “watered” 
security represented by the corpora- 
tion on the one hand, and the per- 
petual contributor to the “watered” 
security, the ratepayer on the other 
hand. The majority have chosen to 
favor the ‘watered’ securities. I 
choose the ratepayer on the equitable 
principle that “when one of two in- 
nocent persons must suffer, he, whose 
neglect has caused the loss, must bear 
it.” Re Ridgway, Budd & Co. (1850) 
15 Pa 177, 182. The security holder 
had an opportunity first to avoid pur- 
chase of the security, second to get rid 
of it after his purchase. The rule of 
“caveat emptor” applies. The rate- 
payer had no chance and will have no 
chance to avoid the other person’s bad 
bargain unless this Commission acts 
in his behalf or some Federal body 
takes jurisdiction if there is such ju- 
risdiction. Moreover the return to 





2Same as footnote (1) on page 42. 
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these investors has been ample over 
the period of the investment. 

In summarizing the excessive cap- 
italization of respondent, it is appar- 
ent that the financial integrity of Penn- 
sylvania Power & Light is entirely 
dependent upon earnings and not up- 
on any underlying values of its proper- 
ty, which in itself is good evidence that 
the rates are excessive. Therefore, it 
is necessary to approach the rate-mak- 
ing process with the definite knowl- 
edge that if earnings are to be based on 
cost, the capital structure must tumble 
as surely as a tree with a rotten core. 

[Quotation from Federal Power 
Commission v. Hope Nat. Gas Co. 
(1944) 320 US 591, 88 L ed 333, 51 
PUR(NS) 193, 199, 64 S Ct 281, 
287, omitted.] The real test is then, 
are the present rates of P. P. & L. just 
and reasonable as provided by § 301 
of the Public Utility Law. 

The majority approach to rate 
making pursued the old “fair value” 
method which the court rightly con- 
demned. However, it was fatally de- 
fective in supporting evidence. The 
reproduction cost estimate submitted 
by the company was completely de- 
stroyed under cross-examination. The 
same result was experienced in 
the company’s evidence as to orig- 


inal cost, the variations of origi- 
nal cost, invested capital, and de- 
preciation. Not only was the cross- 


examination effective but the clear, 
concise, and incontrovertible _ testi- 
mony of Commission witnesses, Mc- 
Shea in the temporary rate proceeding, 
Barclay, Sinatra, Green, Barnes and 
Curry. These men have performed an 
exceptional service in the thoroughness 
with which they have analyzed the 
mountainous record manufactured by 
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and introduced into the record for re- 
spondent not for informative purposes 
but to conceal and distort the real facts 
and to confuse the Commission accord- 
ing to the policy laid down in the 
Murphy letter. I believe now as I 
did in the recent rate case, Public Util- 
ity Commission v. Elizabethtown Wa- 
ter Co. Complaint Docket No. 13968 
(1944) 57 PUR(NS) —, that since 
the burden of proof rests upon respond- 
ent, if respondent fails to meet that 
burden, respondent’s testimony should 
be excluded. Nevertheless the major- 
ity have found a rate base of $202,000,- 
000 for total property, electric, gas, 
and steam equal almost to the dollar 
the fictitious depreciated original cost 
rate base claimed by Pennsylvania 
Power & Light Company. Likewise 
the rate base is within $1,000,000 of 
company’s total capitalization of $203,- 
000,000 as of December 31, 1944. 
Certainly “fair value” must have been 
the “end product” in this case as it 
usually is where that formula is used. 
The effect of this rate base upon cap- 
italization is to permit at least a six 
per cent return upon the total thereof. 
Such return is exactly what respond- 
ent’s rate of return experts, Coffman 
and Deubler, claimed but which claim 
has been ostensibly rejected by the 
majority. 

[Quotation from Federal Power 
Commission v. Hope Nat. Gas Co. 
supra, at p. 200 of 51 PUR(NS) 
omitted. ] 

What must be done to balance and 
just how are the investor and consum- 
er interests to be balanced in this case? 
Must rates be allowed sufficiently high 
to support the present capitalization of 
respondent including the water? No! 
for that would be balancing the scales 
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heavily in favor of the investor. 
Should we allow a rate which will par- 
tially support the watered portion of 
the capitalization? Again the answer 
is no because the ratepayer is only obli- 
gated to support a sound capitaliza- 
tion. Would a company, whose $7 
cumulative preferred stock fluctuates 
during the year of a war boom between 
944 and 1114, possess “financial in- 
tegrity’? Does it exist where the $6 
cumulative preferred stock fluctuates 
between 90 and 1094 as both did for 
this company in 1944? Or is that an 
indication that they are classed as 
‘speculative stocks”? In view of what 
we know concerning underlying prop- 
erty values—which is no secret—I 
would say that the public has reacted to 
that knowledge when coupled with the 
further knowledge that this rate case 
would have a favorable conclusion on 
an earnings basis. 

In my opinion the stock is a sub par, 
speculative stock supported only by 
excessive earnings and is lacking in the 
“financial integrity’ of which the court 
speaks in the Hope Case. The finan- 
cial integrity of any enterprise results 
fundamentally from a sound capital- 
ization based upon a proper ratio be- 
tween debt and equity holdings and in 
addition, the proper ratio of both to 
the depreciated original cost of prop- 
erty, together with such reasonable 
earnings thereon that will permit of 
normal financial and business trans- 
actions. Federal Power Commission 
v. Hope Nat. Gas Co. supra. These 
ratios SEC has standardized at 50 per 
cent debt, with the balance equally 
divided between the equity preferred 
and common stocks with the same 
ratios of each to depreciated original 
cost of property. Re Consumers 
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Power Co. and Re Commonwealth & 
Southern Corp. (Dec. 28, 1939) 6 
SEC 444, 468, 33 PUR(NS) 321. 
Of course, an all stock capitalization is 
preferable but in no event shall total 
capitalization exceed depreciated cost 
of property. The answer to the ques- 
tion ‘‘What rates will maintain the 
‘financial integrity’ of P. P. & L.’’? 
is to be found ina rate of return which 
will maintain a capitalization having 
proper ratios to original cost of prop- 
erty less accrued depreciation. In this 
case such capitalization on a 100 per 
cent stock base would approximate 
$127,650,000 in plant, plus $3,350,000 
materials and supplies, a total of $131,- 
000,000. 

The dividend experience of re- 
spondent over the period between 1923 
and 1939, on the ratio of cash divi- 
dends paid to average book value of 
common stock was 21.5 per cent. The 
ratio of total cash dividends paid to 
average book value of common stock 
over the same period was 366.19 per 
cent. The average book value of com- 
mon stock was $14,495,817.69, the 
cash dividend paid was $3,122,240.48. 
From this record with knowledge of 
a known capital inflation of $66,000,- 
000, it is indisputable that exorbitant 
rates have been charged over a corre- 
sponding period. Certainly thsi is not 
balancing investor and ratepayer in- 
terests. It definitely prefers the inves- 
tor and is a fraud on the ratepayer. 

On July 25, 1941, SEC by its notice 
and order, Re Pennsylvania Power & 
Light Company and Electric Bond and 
Share Company, File No. 59-29, ad- 
vised the respondent companies that it 
had certain information in its files rel- 
ative inter alia to “Ratios of debt and 
senior securities of P. P. & L. to total 
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capitalization, etc.,” appearing partic- 
ularly in paragraphs 17, 25, 26, and 
28 of said notice and order; and fur- 
ther stated: 

“It appearing to the Commission 
that the present capital structure of 
Pennsylvania will make impossible the 
procuring of additional capital by 
Pennsylvania through public financing 
consonant within the standards of the 
Public Utility Holding Company Act, 
and that continuance of the present 
dividend policy of Pennsylvania will 
contravene the public interest in so far 
as it will impair the company’s ability 
to meet the National Defense needs set 
forth above and will otherwise be in 
contravention of the provisions of the 
act?” 

It was ordered that hearing be held 
August 12 1941, and further ordered 
“that upon the convening of the hear- 
ing above ordered, the respondents 
shall show cause why the Commission 
shall not forthwith enter an order pro- 
hibiting the declaration or payment of 
further dividends on the common stock 
of Pennsylvania as violative of § 12 
(c) of the Public Utility Holding 
Company Act of 1935 and rules there- 
under :” 

Upon hearing on November 3, 1941, 
10 SEC 411, 41 PUR(NS) 36, SEC 
found it necessary to direct that P. P. 
& L. “shall not, without further order 
of the Commission, declare or pay fur- 
ther dividends on its common stock 
in excess of 25 per cent of the net earn- 
ings available for such common stock 
from and after June 1, 1941,” the 
effect was to temporarily sustain the 
allegations of the order for hearing. 

I have already stated in footnotes 
(1) and (2) above, my judgment re- 
garding gas and steam plant but will 
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enlarge upon that brief statement. 
As to gas and steam operations, sec- 
tion II-D of the majority opinion con- 
tains an accurate description of the in- 
roads which competition has made up- 
on these two types of services. It 
was there shown that manufactured 
gas has fought a losing battle with elec- 
tricity, and that the convenience which 
central station steam provides has been 
matched, and at lower cost, through 
the development of the residential oil 
burner and coal stoker. Therefore, re- 
gardless of what any rate adjudication 
based upon legal theories might al- 
low, any increase in the rates for gas 
and steam heating must result in a fur- 
ther diminution, and ultimately a dis- 
continuance, of consumer demand for 
these services. In consequence, it is 
unnecessary to go through any in- 
volved rate calculations as to those 
services, and instead, the present rates 
and revenues will be considered ac- 
ceptable for the purposes of this opin- 
ion. Depreciated plant values at the 
most should not exceed the present net 
income capitalized at 6 per cent. 
That would be a relatively inconse- 
quential sum here and will not mate- 
rially affect the return one way or the 
other. 

The majority has allowed for cash 
working capital and material and sup- 
plies in the amount of $2,854,408 and 
$4,135,479, respectively, or a total of 
$6,989,887. 

This is probably a minor matter in 
the rate base synthesis, but deserving 
of some consideration. At all times 
the company has on hand never less 
than eleven and one-half months’ in- 
come tax accrual. The offsetting na- 
ture of the postpayment of taxes and its 
effect on the working capital allow- 
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ance has been considered by other 
Commission. Re Potomac Electric 
Power Co. (DC 1944) 55 PUR 
(NS) 65, 82; see also PUR Digest, 
Cumulative, “Valuation,” § 299.1. 
Because tax accruals and other reserves 
are constantly on hand either as cash 
in bank or in other liquid form, I can 
see no reason for any additional allow- 
ance for cash working capital and 
would allow only the claim for mate- 
rials and supplies in the amount of 
$3,350,000 which slightly exceeds the 
allowance in the temporary rate order 
of 1938, 27 PUR(NS) 174, in this 
case. 

Rate case and original cost expenses 
are claimed by respondent in an 
amount approximating $5,000,000 to 
be amortized over a 15-year period in 
annual instalments of $332,731 for 
electric and proportionately for the gas 
and steam-heat properties. On the 
basis of this record and in utmost fair- 
ness, it is reasonable to conclude that 
the only product of the company’s ef- 
forts of any real merit relating to all 
three claims is the inventory of the 
respondent’s property. The appraisals, 
estimates, and similar matters as shown 
by this record, E.O.C. 34 and FPC 
orders were exaggerations beyond be- 
lief and entirely worthless to this or 
any other proceeding involving the 
subject matter of this claim. Not be- 
ing able to separate the charge against 
the inventory from the rest of the 
fiction, I would disallow the whole 
claim pending a revision in the light 
of this discussion. 

The next subject for discussion is 
that of pensions for which respondent 
shows an expenditure of $592,776 ap- 
plicable to electric operations in 1942. 

I am of the opinion that present and 
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future customers should not be bur- 
dened with an expense applicable to 
prior years and provision for which 
should have been made by the owners 
of the utility within their managerial 
discretion at that time, and accord- 
ingly would disallow as an operating 
expense the difference between $592,- 
776 of the total electric pension ex- 
pense and the $269,608 already found 
acceptable, or $323,168 under the be- 
lief that it is a proper charge against 
the stockholder, i. e., against income, 
but not to the ratepayer, i. e., expense. 
Erie v. Mutual Teleph. Co. (1930) 10 
Pa PSC 543, 547, PURI1931A 169; 
Taxpayers Protective Asso. v. Lehigh 
Water Co. (1935) 14 Pa PSC 67; 
Re Rochester Gas & E. Corp. (NY 
1940) 33 PUR(NS) 393, 499; De- 
partment of Public Service v. Pacific 
Teleph. & Teleg. Co. (Wash 1940) 
34 PUR(NS) 193, 205; New Eng- 
land Teleph. & Teleg. Co. v. United 
States (1943) 52 PUR(NS) 303, 53 
F Supp 400. 

There is an additional item which 
was discussed in the temporary rate 
order of September 28, 1938, that re- 
quires at least mention here, manage- 
ment fees, and servicing expenses paid 
to Ebasco Services, Inc. Since the 
temporary rate order, much of the 
criticism of that contract between af- 
filiates has been removed by SEC 
tentative approval of a revised form 
of contract between Ebasco and Elec- 
tric Bond and Share Company’s sub- 
sidiaries including P. P. & L. But 
there remains grave doubt in my mind 
as to the propriety of any such con- 
tract arrangement for a company of 
the size and strength of P. P. & L. 

Another item of expense which is 
mentioned in this record is the cost of 
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the national advertising campaign con- 
ducted in weekly and monthly maga- 
zines and by radio, participated in by 
approximately 160 electric companies, 
of which P. P. & L. is one. Probably 
not one of the sponsoring companies 
could have any substantial excess 
capacity to contribute to any venture 
which might seek location in its terri- 
tory at this time. The cost of the 
advertising is apportioned on the basis 
of the number of customers of each 
sponsoring company and is charged to 
expense, that is, to the same customer 
who could in no way possibly benefit 
by the expenditure. It should be dis- 
allowed. 

Summarizing this entire matter for 
the purpose of determining the just and 
reasonable rates of respondent, I would 
find : 

1. A declared policy on the part of 
the Electric Bond & Share system, in- 
cluding Pennsylvania Power & Light 
Company, to circumvent and defeat ef- 
fective regulation of respondent’s rates 
and security transactions by the Penn- 
sylvania Commission. 

2. That this declared policy was 
carried into effect in this proceeding 
such that there is little of probative 
value in the record. 

3. That best evidence of original 
cost of respondent’s property is avail- 
able in Commission’s files at EOC 
No. 34 and that Federal Power Com- 
mission as well as this Commission 
have at least tentatively agreed there- 
on at $144,776,435.22 as of December 
31, 1937, and which I find has in- 
creased to $166,750,000 at December 
31, 1942. 

4. That “cost to company” has been 
tentatively agreed upon at $170,650,- 
000 at December 31, 1937, and I find 





on- that it does not exceed $192,650,000 
ya at December 31, 1942. 
by 5. That the depreciated original 
es, cost and the depreciated “cost to com- 
bly pany” are, respectively, at December 
ies 31, 1942, $127,650,000 and $147,- 
255 000,000. 
ire 6. That the securities outstanding 
ri- total: 
he As of December 31, 1942 ...... $206,198,256 
sis And as of Deecmber 31, 1944 ... $203,620,328 
ch 7. That the capitalization as related 
to to depreciated original cost and to de- 
ler preciated “cost to company” is exces- 
fit sive as of December 31, 1942, as fol- 
is- lows: 
Original Cost— 
or $206,200,000—$127,650,000—$78,550,000 
Cost to Company— 
nd $206,200,000—$147,000,000—=$59,200,000 
Id and respondent is, therefore, lacking 
in financial integrity. 
of 8. That the majority rate base is 
i equivalent to approval of the present 
ht capitalization of respondent including 
f- its obvious inflation and permits a re- 
es turn of 6 per cent on that inflation at 
oi expense of ratepayer. 
9, That on the basis of wide market 
aS 
Ig 
ye 
WHEE DOSE ones ew ucuvcescecedecneeseweuseud 
al Operating Expenses ......eeeeeceeeeceeereeeees 
1 PNGANOWEE CHPENISCS: cic cicidiccswrnevicnctoueccss 
C Allowed expenses .......seeeeesccececenes 
PuMMel CENLECIANON o0.ceccc cd ccieetuediceedweves 
1- (ES TEAR ER MCOLCORCER ECE CE ETP ECE E EE Ce 
yn Potal allowed GXPENSES: «...ccc.osc ccc veteciecive 
= Allowed return @ 6% on $151,000,000 ......... 
T I WR oii cxccsincesives centers: 
1- AGUA EVENHES! Jcccicednccisciecicid teceue + access 
Tr INALG RCUUCHON « caceccacdccuncudesedoswecns 
m Percentage of required decrease in rates ........ 
bi I don’t pretend that my calculations 
d are correct to the penny. I have tried 
[4] 49 
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fluctuations, the preferred stocks are 
not sound investment securities but are 
speculative and without underlying 
value, giving conclusive evidence of 
lack of financial integrity in the capital 
structure. 

10. That the ratios of classes of 
securities to each other and to property 
are grossly improper. 

11. That the dividend experience of 
respondent has favored the investor 
and harmed the ratepayer by (a) be- 
ing excessive under any circumstances 
(b) being paid on a gross overcapital- 
ization wherein both common and pre- 
ferred are lacking in supporting prop- 
erty values. 

12. That the present capital struc- 
ture would prevent procurement of ad- 
ditional capital and, therefore, the 
company lacks financial integrity. 

13. That rates based upon an 
amount equivalent to the present total 
capitalization of the respondent prefer 
the investor over the ratepayer and 
they are unjust and unreasonable. 

The result of these findings reduced 
to tabular form would be as follows: 


Comparison of $131,000,000 and $151,000,010 Rate Bases as of December 31, 1942 








Electric 
Original Cost Cost to Company 
Windecuace $131,000,000 $151,000,000 
Saetdedeuas 20,783,571 20,783,571 
Petia Kens 655,899 655,899 
hcxanlaiae 20,127,672 20,127,672 
pace enders 2,600,000 2,600,000 
wniedelwaexe 3,778,441 4,661,774 
Gadvacean 26,506,113 27,389,446 
eee aioe s 7,860,000 9,060,000 
nvenecened 34,366,113 36,449,446 
oedaudeee 43,672,328 43,672,328 
reer rrr re $9,306,215 $7,222,882 
eer re 21.309 16.539 


operating charge at the ratepayers’ 
expense as the majority has done. 
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to present two views, the company’s 
and mine, based on real facts, not on 
fiction. To do so I have gone outside 
of the record for supporting data in 
this opinion. But the sources of those 
data have all been public records in 
which the respondent was a party and 
had notice and an opportunity to de- 
fend. Some of the results of my cal- 
culations have been remarkably close 
to some things the company has pro- 
duced for the record after some purg- 
ing by the Commission staff, but they 
carry different designations to reflect 
our respective judgments—respond- 
ent’s and mine—as to the true nature 
of them, such as original cost and cost 
to company. Those matters of record 
as adjusted by the staff corroborate 
my efforts which I believe do justice 
to both sides of the controversy—the 
investor and the consumer—and favors 
neither. 

I believe that Pennsylvania Power 
& Light Company should reduce its 
revenues by not less than $7,500,000 
on the basis of 1942 earnings to be re- 
flected in rate reductions aggregating 
at least that amount. 

There are two matters in the major- 
ity order which I believe should be 
mentioned. In order to build up the 
electric rate base to a point where it 
alone would support debt requirements, 
plus preferred stock fixed charges, 
plus dividends on capital stock, the 
majority literally threw everything in- 
to the “fair value” hopper to accom- 
plish that end. 

Cost of financing in the majority’s 
reproduction cost estimate included 
cost of financing of preferred stock. 
Preferred stocks are common stocks 
preferred only as to certain items such 
specifically reserved in the stock; they 
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represent equity in the enterprise and 
take part in the management thereof 
and they are in no sense debt but 
rank in a forced liquidation with other 
equity securities. The majority con- 
clusion is contrary to every decision 
that can be found. Solar Electric Co. 
v. Public Utility Commission (1939) 
137 Pa Super Ct 325, 31 PUR(NS) 
275, 9A(2d) 447; Utah Power & 
Light Co. v. Public Service Commis- 
sion (1944) — Utah —, 56 PUR 
(NS) 136, 152 P(2d) 542. 

The allowance of excess profits tax 
as an operating expense is a more 
controversial subject. | Apparently 
what the majority has done is to set, 
as its goal, a return from electric opera- 
tions sufficient to pay its annual debt 
requirements, its preferred stock re- 
quirements, and, finally, dividends on 
the common stock. To make this pay- 
ment the company must have revenues 
sufficiently high not only to pay the 
return but likewise the excess profits 
tax which necessarily follows. There- 
fore the process figures backwards 
from the desired net income, which in 
this case is approximately $13,337,- 
000. 

In order to get $1,900,000 additional 
revenue to reach this goal, it is neces- 
sary to obtain $9,360,000 additional 
revenue because being already in the 
excess profits bracket, excess profits 
taxes must be considered in determin- 
ing the additional revenue required to 
result in the desired net after taxes. 
The difference of $7,460,000 between 
the two figures is the amount of the 
additional excess profits taxes re- 
quired. What a different story would 
be told if excess profits taxes were 
charged against net income at the 
stockholders’ expense instead of as an 
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There ts no payment of excess prof- 
its tax necessary under my computa- 
tion. I am firmly of the opinion, how- 
ever, that such taxes are properly a 
charge against income and not an ex- 
pense and that seems to be the over- 
whelming trend of utility regulation at 
this time. Arizona Public Service 
Commission, Docket No. 9575-E-974, 
Decision No. 15068, Oct. 9, 1944; 
Detroit v. Public Service Commission 
(1944) 308 Mich 706, 54 PUR(NS) 
65, 14 NW(2d) 784; Public Service 
Commission v. Springfield Gas & E. 
Co. (Mo 1944) 53 PUR(NS) 95, 
105, 106; Detroit v. Panhandle East- 
ern Pipe Line Co. (Fed PC 1942) 
45 PUR(NS) 203; Alabama Public 
Service Commission v. Alabama Pow- 
er Co. The California Commission 
has disallowed excess profits taxes. 
Dr. Clyde Olin Fisher, chairman of 
the Connecticut Commission, read a 
paper supporting the above thought 
before the National Association of 
Railroad and Utilities Commissioners’ 
Convention in 1943. 

The method of allowing excess prof- 
its tax adopted by the majority has 
this effect upon the company and upon 
the ratepayer. It builds up an over- 
whelming tax requirement solely at the 
expense of the ratepayer or customer 
in consequence of which shows on the 
surface a deficiency in the allowable 
return to P. P. & L. Applying the 
principle declared in Public Utility 
Commission v. Elizabethtown Water 
Co. supra, the company is privileged, 
practically invited, to file increased 
rates within its own discretion, which 
increases could possibly reach 21.4 per 
cent of 1942 revenues—about 17 per 
cent increase on accotnt of taxes alone, 
and the balance 4.4 per cent for addi- 
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tional return. That the company need 
not do this is obvious. If revenues 
are not increased through new tariff 
filings, the excess profits taxes will not 
attach in their entirety and the dif- 
ference will go into surplus and thus 
to the stockholder. So the real in- 
equity of the majority order may be 
that it is camouflage to maintain the 
status quo. The present rates are ade- 
quately supporting the “water” in P. 
P. & L. capitalization. Under the 
Commission order, the company has a 
choice of accepting, first, present con- 
ditions as they are, or, second, of 
filing some increased rates such as in 
the controversial Lancaster area, or, 
third, filing a general increase. Def- 
initely there will not be a decrease, 
which decrease I believe I have demon- 
strated is necessary if equity to the 
customer has anything to do with the 
proceeding. 

As a bit of philosophy to an al- 
ready drab exposition of a practical 
ratemaking process, the results of the 
Commission’s action might be men- 
tioned. I don’t mean the result upon 
revenues because they have jumped 
from $43,000,000 in 1942 to over 
$50,000,000 in 1944 which is due 
mostly to the war effort, but upon 
the fact that electricity is definitely 
a necessity, both residentially and 
industrially, with a tremendous fu- 
ture. 

Pennsylvania Power & Light Com- 
pany serves all or parts of 28 counties 
in central and northeastern Pennsyl- 
vania. [List of counties omitted. ] 
It serves practically all of the anthracite 
or “hard coal” region. The entire 
territory has wonderful possibilities 
for greater development in both resi- 
dential and industrial spheres. But 
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will it under conditions such as this 
order creates? 


In a report published by Federal 
Power Commission under date of June, 
1944, entitled “Typical Electric Bills” 
on page 4 appears a comparative table 
on cities of 50,000 population or more 
ranked from low to high on size of 
bills for residential service. There is 
a total of 214 public utilities reported 
covering the entire country. To Penn- 
sylvania’s shame, by way of regula- 
tion of public utilities in the public 
interest, one city, Johnstown, is ranked 
at the bottom, No. 214, for rates on 
25 kilowatt-hour consumption. That 
means that Pennsylvania Electric 
Company which serves that area has 
the highest rate in the country of the 
214 utilities reporting in that bracket. 
The area serviced by Pennsylvania 
Power & Light Company ranks as fol- 
lows: 25 kilowatt hours, No. 178; 
100 kilowatt hours, No. 193; 250 
kilowatt hours, No. 180. How can 
the commonwealth of Pennsylvania 
progress under such restraining, back- 
ward conditions? Pennsylvania is at 
the bottom of the list in one in- 
stance and, in the matter before us, 
is ranked as low as 193 out of 214 
and its best effort is No, 178 out of 
214. 


Pennsylvania at one time was well 
on its way toward effective regulation 
in the public interest when in 1938 out 
of this same “hard coal” region came 
a chief executive of the commonwealth 
pledged on the political platform to de- 
stroy the laws of 1937 and to return 
the commonwealth to the “free enter- 
prise” of former days. He was not 
elected because of those promises, in 
my opinion, but in spite of them. 
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However, he believed otherwise and 
put his belief to work. What he did 
not accomplish has been done by 
the courts as in the instance of 
the Public Utility Law where polit- 
ical and economic theories of judges 
have reversed the will of the legisla- 
ture. 

This Commission has support for 
its conclusion in this case through the 
decision of the superior court in 
Peoples Nat. Gas Co. v. Public Utility 
Commission (1943) 153 Pa Super Ct 
475, 51 PUR(NS) 129, 34 A(2d) 
375. But no appeal was ever taken 
from that decision by the Commission 
which weakens that support and fur- 
thermore the judge, who wrote the 
majority opinion, himself a former 
counsel for large utilities, has since 
retired from the bench after a very 
brief stay. Hence I would put small 
reliance upon the shelter provided by 
that case. 

Now the hustings are filled with talk 
about cleaning up rivers and streams 
and postwar this and postwar that— 
pretty talk and good politics. I am 
in favor of most of the postwar plan- 
ning ideas if they are carried out in 
the public interest. But what about 
the immediate problems facing us like- 
wise affecting the public interest. 
Why cannot the public interest dis- 
played toward cleaning up the pollu- 
tion in our rivers and streams be first 
manifested by cleaning up pollution in 
the utility field? Both will do the 
commonwealth a lot of good. This 
case could have made a wonderful 
start in that direction. Perhaps “pow- 
er” politics will not permit the power 
of the Pennsylvania Electric League 
and the Pennsylvania Natural Gas 
Men’s Association. 
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MorGAL, Commissioner, dissenting : 
I dissent from the findings of the 
majority upon two major _ points, 
namely, the determination of the rate 
base and income taxes. 


Rate Base 

It is apparent from the summariza- 
tion of rate base elements set forth in 
the tables in sections I-G and II-G, 
that the majority, in reaching its de- 
termination as to the rate base, ex- 
cluded from consideration every ele- 
ment of plant value other than de- 
preciated reproduction cost based upon 
spot prices. 

I do not believe that the Commission 
is required as a matter of law to base 
its finding on this element of value to 
the exclusion of all other elements, 
nor do I consider it economically 
sound. 

The two most recent Pennsylvania 
court decisions on the subject are those 
of the superior court in the Peoples 
Natural Gas Company Case (1943) 
153 Pa Super Ct 475, 51 PUR(NS) 
129, 134, 34 A(2d) 375, and the 
Philadelphia Transportation Company 
Case (1944) 155 Pa Super Ct 9, 55 
PUR(NS) 473, 37 A(2d) 138. In 
the former case the court said: 

“ . . . by 1926, the Supreme 
Court of the United States had virtual- 
ly committed itself to reproduction cost 
at current prices as, in effect, the 
dominant basis of value under ordi- 
nary circumstances and reasonably 
stable prices. McCardle v. Indianapo- 
lis Water Co. 272 US 400, 412, 71 
L ed 316, PUR1927A 15, 47 S Ct 
144. The court intimated that, if 
prices were not reasonably stable, that 
is, if they were inordinately high or 
low and might reasonably be expected 


to change in the near future, the pro- 
spective change could be taken into 
consideration or an average of costs 
over a period of years taken. 

(Italics by the court. ) 

“As late as 1939, this court pointed 
out that in an unbroken line of deci- 
sions of our supreme court and this 
court, ‘the cost of reproducing the 
property has consistently been held to 
be not only a relevant, but also an es- 
sential element in the ascertaniment of 
its “fair value” for rate-making pur- 
poses.’ : 

“This does not mean that in every 
case depreciated reproduction cost is, 
under our decisions, identical with 
present value. We have said, it is not. 

In determining what is, from 
the facts of a particular case, the best 
evidence of present value, the Commis- 
sion and this court is under a duty 
to exercise an intelligent and dis- 
criminating judgment. But since the 
test is one of reason, the weight to 
which a particular element is entitled 
in a given situation will vary. 

“Tt is a fact of considerable impor- 
tance that most of the decisions of our 
own appellate courts, and, for that mat- 
ter, of the Supreme Court of the Unit- 
ed States, establishing the elements of 
fair value for rate-making purposes 
were rendered before our legislature 
adopted the Public Utility Law of 1937 
and wrote ‘fair value’ into § 311, 66 
PS § 1151, and that standard, minus 
a detailed list of the elements con- 
stituting fair value, was carried over 
from the Public Service Act of 1913 
(Act of July 25, 1913, P.L. 1374 Art 
V, § 20).” 

Article V, § 20 of The Public Serv- 
ice Company Law above referred to, 
provides that: [Statute omitted. ] 


57 PUR(NS) 











In the Philadelphia Transportation 
Company Case, supra, the court after 
accepting the Commission’s depreciat- 
ed reproduction cost of $98,276,000, 
and adding to it $6,049,000 of other 
items—a total of $104,325,000—fixed 
the rate base at $93,000,000. 

Thus, neither by its enunciation of 
principles, nor by its action, has the 
superior court found depreciated re- 
production cost at spot prices to be 
synonymous with the rate base. To 
find that present cost levels represent 
the sole measure of plant value, would 
seem to me to also require acceptance 
of the proposition that the rate of 
return should be identical with the 
present cost of money, which today is 
approximately 3 per cent. 

But wholly aside from the law, the 
use of any one element of value as the 
sole measure of the rate base is 
economically unsound. As I perceive 
it, the function of a regulatory Com- 
mission is to fix rates at such a level 
that, on the one hand, the public is 
encouraged to use the service to the 
maximum extent and, on the other, 
that investors are not discouraged from 
putting their money into the plant and 
equipment required to render that serv- 
ice. Just where this point lies, as the 
superior court pointed out in the 
Peoples Natural Gas Case, supra, is a 
matter of “intelligent and discriminat- 
ing judgment.” 

Certainly, to use original cost as the 
rate base, during a period of high 
prices, would be to discourage the in- 
vestor for the present and make him 
distrustful of the future. With equal 
certainty, I believe it may be said that 
the use of reproduction cost as of a 
date when unit prices are—to use the 
language of the court—“inordinately 
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high,”’ with a decline in prices in pros- 
pect, can only result in the discourage- 
ment of the use of service as soon as 
the decline in prices (and hence in 
wages) becomes a reality. No court 
or Commission can stay the operation 
of economic law. 

Because the factors affecting eco- 
nomics vary not only as between utili- 
ties but also from time to time, I be- 
lieve that a fair rate base invariably 
lies below the highest element of value 
and above the lowest one, and that the 
intermediary point at which it belongs, 
depends upon many factors which are 
unique for each case. Since the major- 
ity’s findings do not accord with the 
principles I have stated, I dissent from 
those findings. 

The foregoing statements apply to 
the general rate case principles involved 
and the elements to be considered in the 
determination of the rate base. Specif- 
ically I also disagree with the finding 
of the majority as to the items of ac- 
crued depreciation and the cost of 
financing. 

As was stated by the majority, the 
‘testimony offered by both sides in sup- 
port of their views on the matter of 
accrued depreciation, was unreliable, 
so that the finding is necessarily a 
judgment figure. But certain facts of 
record, not offered in direct support 
of either party’s contentions, can be 
utilized to inform our judgment. 
First, is the unusually small amount 
charged to the depreciation reserve to 
cover the retirements during the last 
five years, as compared with other 
years of respondent’s history. This 
experience parallels that of most other 
public utilities, and is due, of course, 
to the scarcity of men and materials 
for making replacements, on the one 
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hand, and the tremendous increase in 
demands for electric service on the 
other. In other words, respondent’s 
plant undoubtedly includes many items 
that should, and normally would, be 
replaced, because much of its deprecia- 
ble plant is being worn out more rapid- 
ly than in ordinary times. These are 
factors tending toward a high accrued 
depreciation as the Commission said 
in its Statement of Policy, dated June 
8, 1943, 50 PUR(NS) 17, with re- 
gard to earnings during the war emer- 
gency. 

Another factor which should be 
given consideration in forming a judg- 
ment with regard to accrued deprecia- 
tion is the characteristics of respond- 
ent’s electric generating plants. A few 
of its larger generating plants are mod- 
ern and efficient, but respondent also 
owns some old and relatively inefficient 
plants, which until the advent of the 
war, were held in “cold reserve” that 
is, usually in a nonoperating status. 
It appears that at least some of the 
older plants in this category will be 
retired in the not-too-distant future, 
and accordingly the accrued deprecia- 
tion applicable to them should be fair- 
ly high, and generating stations being 
a substantial item in total plant value, 
their early retirement should have an 
appreciable effect upon the over-all 
percentage for accrued depreciation. 

These facts, together with experi- 
ence of other large electric companies 
operating in Pennsylvania, lead me 
to the conclusion that the majority’s 
finding as to accrued depreciation of 
electric plant is too low. 

I agree with the majority’s discus- 
sion preceding the findings as to ac- 
crued depreciation of gas and steam- 
heat plants, but I would give the sub- 


stance of the discussion more weight in 
reaching a conclusion as to the over- 
all percentages allowed for accrued de- 
preciation. 

In its allowance for cost of financ- 
ing as an item of reproduction cost, 
the majority includes the cost of financ- 
ing applicable to preferred stock for 
the reason that “the characteristics of 
the preferred stock are more nearly 
those of a ‘bond indenture or like se- 
curity’ than of common stock,” the 
cost of financing having been allowed 
on bonds and disallowed on common 
stock by the appellate court in the 
Solar Electric Company Case (1939) 
137 Pa Super Ct 325, 31 PUR(NS) 
275, 9 A(2d) 447, and in the Chelten- 
ham & Abington Sewerage Case 
(1936) 122 Pa Super Ct 252,15 PUR 
(NS) 99, 186 Atl 149. 

I do not agree with conclusions of 
the majority in this respect. While 
the respondent’s preferred stock does 
resemble indebtedness in that the divi- 
dend rate and its share in the assets 
are limited to specific amounts and pre- 
cede the common stock in priority, in 
all other characteristics, the resem- 
blance is closer to common stock. 
The preferred stock has no lien, either 
general or specific, upon the company’s 
assets; it is not entitled to dividends 
unless the directors see fit to declare 
them, and it has voting power, iden- 
tical with that of the common stock. 
Historically also, the concept of pre- 
ferred stock arose out of a division of 
the equity in a corporation, whereby 
some of the stockholders subordinated 
their claims to those of others. I 
therefore dissent from the majority’s 
finding that the cost of financing appli- 
cable to preferred stock is includable 
as an item of reproduction cost. 
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Income Taxes 

According to its own figures, re- 
spondent made an operating profit of 
$11,008,383 in 1942, after payment of 
all operating expenses, including in- 
come taxes—an amount sufficient to 
pay all of its bond interest, the full 
dividend requirements upon its pre- 
ferred stocks and 8.4 per cent on the 
stated value of its common stock. 

The majority finds allowable earn- 
ings of $13,337,650—an increase of 
$2,329,267 over the actual earnings 
for 1942. But the majority also finds 
$14,008,630 of allowable state and 
Federal income taxes—an increase of 
$8,981,971 over the 1942 tax returns 
which respondent actually made to 
state and Federal authorities. All of 
this tax increase, except for about one 
million dollars applicable to a nonre- 
curring credit, is necessary to provide 
the increase in earnings which the 
majority order finds allowable. Stated 
differently, the majority order finds 
an increase in allowable revenues of 
about $9,300,000 to produce only $2,- 
329,267 of increased operating profit 
to respondent. 








Practically all of this additional tax 
allowance is attributable to the Federal 
excess profits tax. I believe that this 
tax is unjust, discriminatory, and un- 
economic, but since it is the law of 
the land, every utility whose income 
falls within its scope must pay the tax. 
That being so, if the income produced 
by present rates is such as to result 
in an excess profits tax, to that extent, 
I believe this tax is allowable, at least 
so long as our Statement of Policy 
of June 8, 1943, supra, is effective. 
But if a company is already within the 
excess profits bracket, any rise in rates 
designed to produce additional return 
must necessarily involve the extreme 
ratios contained in the excess profits 
tax law, and consequently prove of lit- 
tle value to the company and of decided 
disadvantage to the consumers. I am 
of the opinion that when the facts show 
that a public utility is already able to 
pay its interest and reasonable divi- 
dends under existing rates, no increase 
in excess profits tax allowances should 
be authorized for rate-making pur- 
poses. 
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Re Pacific Gas & Electric Company 


Decision No. 37324, Case No. 4735 
September 13, 1944 


"eign upon Commission motion into propriety and 
reasonableness of proposed service extension rules; sus- 
pension of rules vacated. 


Service, § 188 — Extension rules — Burden of cost. 


1. Service extension rules doubling the free footage allowances now in 
force and further liberalizing the length of line and equipment that the 
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utility will install without advances from new applicants should be author- 
ized if applied uniformly to all who ask for service without undue discrim- 
ination or preference to other users of the service, since it is in the public 
interest to make electric service available to as many rural dwellers and 


agriculturists as possible, p. 59. 


Service, § 190 — Extension rules — Burden of cost. 


2. A service extension rule waiving deposit requirements for all electric 
line extensions having an estimated total cost including transformer serv- 
ices and meters not exceeding fifteen times the estimated gross annual 
electric revenue to be derived therefrom by the company should be con- 
strued so that any advance required will be computed after the full free 
footage has been applied on a 15 to 1 basis, since any other construction 
would not result in full equality of treatment, p. 60. 


APPEARANCES: R. W. DuVal, for 
applicant; J. J. Deuel, for California 
Farm Bureau Federation; H. G. Dil- 
lon, for San Diego Gas and Electric 
Company; John J. O’Toole, Dion R. 
Holm, and Paul L. Beck, by Paul L. 
Beck, for the city of San Francisco; 
Louis Bartlett, for Foothill Electric 
Association, Incorporated, and Red- 


wood Electric Co-operative, Incor- 
porated. 
HAVENNER, Commissioner: This 


is an investigation on the Commis- 
sion’s own motion into the propriety 
and the reasonableness of certain pro- 
posed revised and new rules and reg- 
ulations on electric line extensions sub- 
mitted for filing by the Pacific Gas 
and Electric Company under Advice 
No. 6-E on July 6, 1944. 

The order of suspension and in- 
vestigation was issued July 28th and 
public hearings were held in the Com- 


mission’s courtroom at San Francisco 
on Monday, August 7th, and on 
Wednesday, August 9th, at which 
time and place evidence was taken and 
the matter submitted for decision on 
briefs to be filed within ten and twenty 
days, respectively. On August 19th a 
brief was filed by the Foothill Elec- 
tric Association, Inc. A reply brief 
was submitted on August 29th by 
respondent utility. 

The rules and regulations in suspen- 
sion are two in number, namely; Rules 
and Regulations No. 15—Line Ex- 
tensions, and No. 15-A (Special and 
Temporary) Line Extensions. 

It may be stated that electric line 
extension rules set forth the condi- 
tions under which a utility will extend 
its lines to connect up new applicants 
for electric service in rural areas. One 
important part of such rules deals 
with how far a utility will extend its 
lines at its own expense.” 





1“Rule and Regulation No. 15 eae 
“(B) Free Extension in Rural Territory: 
“1. The company will construct, without 
cost to such applicants except as hereinafter 
provided, the following lengths of line in rural 
territory: 
For each lighting customer ..... 100 feet 
For each refrigerator installation 75 feet 
For each kw. of connected heat- 


ing and/or cooking load ..... 75 feet 


For each hp. of connected power 
load in installations aggregat- 


Inige eso) tiga Sia ccs. 55.600 75 feet 
For each hp. of connected power 

load in installations aggre- 

gating 5 hp. or over ......... 100 feet 


“2. The company will also furnish, install 
and maintain the necessary transformers, 
meters and service wires without cost to such 
applicants. The wires between the company’s 
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The July 6th filing, made by the 
respondent utility and now under sus- 
pension, would under Rule No. 15 ex- 
actly double the free footage allow- 
ances now in force in the presently 
effective rule. In addition, it is pro- 
posed under a new Special and Tem- 
porary Rule No. 15-A to further liber- 
alize the length of line and equipment 
that the utility will install without ad- 
vances from new applicants of service. 
In this respect § 1 provides: 

“1. Section (C) of Rule and Reg- 
ulation No. 15—Electric—, requiring 
applicants in rural territory to ad- 
vance 25 cents for each foot in excess 
of the free length extension therein 
specified, is, during the term hereof, 
waived for all electric line extensions 
having an estimated total cost, includ- 
ing transformers, services, and meters, 
not exceeding fifteen times the esti- 
mated gross annual electric rev enue to 
be deriv ed therefrom by company.” 

The last-named rule, as submitted 
for filing, would expire on January 1, 
1946. 

The respondent utility, through its 
witness N. R. Sutherland, who is the 
company’s commercial manager, out- 
lined quite fully the reasons which 
prompted his company to make the 
aforesaid changes in its extension rule. 
Briefly the record shows that this is 
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all part of a comprehensive program 
of war and postwar planning, to ex- 
tend electric service to practically all 
presently unserved rural sections of 
the service area of the Pacific Gas and 
Electric Company. More specifically 
the program is expected to (a) in- 
crease growth of food crops during 
this war period; (b) provide work for 
returning soldier-employees; and (c) 
stimulate a still greater market for 
electric service and thus, in part, help 
fill the gap from loss in war produc- 
tion loads, as well as to create addi- 
tional employment in the manufacture 
of electrical appliances to fill the new 
consumer requirements. 

The program planned is very exten- 
sive and will cover the entire service 
area of the company. Based upon 
field surveys, witness Sutherland 
stated there were involved approxi- 
mately 759 extensions to be built that 
will serve 5,069 new customers, calling 
for an estimated investment by his 
company of nearly three and a half 
million dollars, with an expected an- 
nual revenue of over half a million 
dollars. 

It was further developed that the 
respondent utility was ready and will- 
ing, when authorized, to apply the 
more liberal extension policy to its 
so-called Paskenta special rate area 





last pole and the customer’s facilities or prem- 
ises are for this purpose called service wires. 

“3. The length of line required for an ex- 
tension will be considered as the distance from 
the nearest distribution pole and along the 
shortest practical route (to be determined by 
the company) to the point where connection is 
made to the company’s service wires. Any 
change in or addition to the existing distribu- 
tion facilities of the company will not be con- 
sidered as a part of the extension except in 
unusual cases. 

“(C) Rural Extension beyond Free Length: 

“1, Extension of lines in rural territory of 
a length greater than provided under § B-1 
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above, will be built, owned, and maintained 
by the company, provided the applicant (or 
applicants) for service advances to the com- 
pany 25 cents for each foot in excess of the 
free length specified in § B-1. 

“2. The amount advanced hereunder will be 
subject to refund, without interest, as provid- 
ed for in § D, provided, however, no repay- 
ments will be made by the company in excess 
of the amount advanced by the applicant (or 
applicants), and, further provided, that no re- 
payments will be made by the company after 
a period of ten years from the date the exten- 
sion on which the advance is made is com- 
pleted. . . .” (Proposed Rule No. 15.) 





































that now carries surcharge rates be- 
cause revenues did not justify the full 
investment in the electric line under 
the extension rule? when built, nor 
has the revenue improved sufficiently 
to remove the surcharge on the basis 
of the rule now in effect. 

At the hearing the Redwood Elec- 
tric Co-operative, Inc., and the Foot- 
hill Electric Association, Inc.,® 
through their attorney, Louis Bartlett, 
sharply protested the filing of the 
aforesaid extension rules and sought 
a permanent suspension and/or a 
limited application of said rules so 
they would not apply in areas in which 
codperatives have been organized for 
the purpose of distributing electric 
energy. It was contended by counsel 
for the codperatives, though no testi- 
mony was offered, that the Pacific Gas 
and Electric Company’s purpose in 
liberalizing its extension policy was 
7 principally for knocking out 
these two cooperatives in California, 
preventing them from going ahead 
and serving the public in their areas 

” 


R. W. DuVal, attorney for respond- 
ent, strongly refuted any such allega- 
tion, pointing to witness Sutherland’s 
testimony, as well as to his company’s 
unquestioned legal right to construct 
extensions of its electric system into 
all areas in northern and central 
California, as provided under § 50 of 
the Public Utilities Act. He asserted 
that it is not only his company’s right 
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but its legal obligation to extend its 
lines and render service to all who may 
apply in accordance with established 
principles. It was further pointed out 
that authorization of the proposed 
extension rules would in no manner 
obligate any codperative member or 
any one else to take service from re- 
spondent utility, but it would make it 
possible to have line extensions built 
in marginal unserved pockets and sec- 
tions of territory not now fully served 
to the distinct benefit of those peo- 
ple. 

J. J. Deuel, of the California Farm 
Bureau Federation, stated that he was 
taking no part in any dispute between 
protestants and the utility, but that his 
organization was exerting every effort 
to secure electric service for the un- 
served farmers of this state. He 
stressed the point that a large major- 
ity of the extensions to be built would 
each serve but a few customers; and 
testified that he had in his files re- 
quests for service that showed 402 ex- 
tensions with only one customer each 
and no extension with more than 48 
customers. It was his 
opinion that the only opportunity for 
these scattered people to receive elec- 
tric service is from the respondent util- 
ity, as no separate and independent 
distributing agency could exist on such 
isolated and limited loads. 

[1] It is unquestionably in the pub- 
lic interest to make electric service 
available to as many rural dwellers and 


prospective 





2 This is the only surcharge rate area on 
the system of the Pacific Gas and Electric 
Company and it was authorized under De- 
cisions Nos. 31907, ([1939] 28 PUR(NS) 
307), 33572, 33620, and 34734, ([1941] 42 
PUR(NS) 13), in order that the then un- 
served area (Tehama, Glen, and Colusa coun- 
ties) might have electric service without 


creating undue burdens on the balance of the 
system 

3 The record shows that while each of the 
cooperatives are said to have secured financial 
allotments for the construction of distribution 
facilities through the Rural Electric Adminis- 
tration, yet neither one has any plant or elec- 
tric lines and no electric service is rendered 
to anyone. 
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agriculturists as possible. California 
utilities have, generally speaking, done 
a good job so far, as this state stands 
near the top in the nation as to the 
percentage of farms receiving central 
station service. In 1925 this Commis- 
sion permitted a temporary liberaliza- 
tion of this utility’s footage rules and 
during this period extensions were 
made to serve more than 3,900 new 
farm customers. In subsequent peri- 
ods the Commission’s general order on 
standards for overhead line construc- 
tion was modified so as to reduce costs 
of construction (consistent with 
safety) and these economies resulted 
in more free footage lines. 

It is unfortunate, however, that 
large areas, such as the two coopera- 
tives propose to serve, should have 
been left without electric service until 
the present time. The plan now pre- 
sented by this utility is designed to 
extend service at reasonable cost into 
these hitherto neglected areas. If 
this plan can be applied uniformly to 
all who ask for service, without undue 
discrimination or preference to other 
users of the service, there would seem 
to be no question but that it will be in 
the public interest and should be au- 
thorized. 

The record shows that while the 
doubling of the old free footage under 
proposed Rule No. 15 may require 
some refinements in the future, it is 
generally in line with similar allow- 
ances now in effect in the service areas 
of other utilities. The respondent util- 
ity has attempted to avoid any prefer- 
ence or discrimination in carrying out 


the more liberal provisions of proposed 
Rule No. 15-A, by submitting at time 
of filing a stipulation that any de- 
ficiency in earnings that may result 
from making extensions under pro- 
posed Rule No. 15-A as compared to 
Rule No. 15, will not be borne by its 
other electric consumers.‘ 

[2] In connection with the more 
liberal terms of proposed Rule No. 
15-A, as compared to Rule No. 15, it 
developed at the hearing that the util- 
ity’s witness interpreted Rule No. 15- 
A in such a manner that any extension 
to be built, having an investment- 
revenue relationship in excess of 15 to 
1, would be required to make an ad- 
vance not on the basis of Rule No. 15- 
A but in accordance with Rule No. 15. 
Such treatment would not accord the 
less fortunate applicant the same free 
footage as the more fortunate one who 
would receive service over an exten- 
sion built without an advance. There- 
fore, Rule 15-A should be construed 
and applied in such manner that any 
advance required will be computed 
after the full free footage has been ap- 
plied on a 15 to 1 basis. Any other 
construction or application of the rule 
will not result in full equality of treat- 
ment. 

Having in mind that the expiration 
date on Rule and Regulation No. 15-A 
will be extended by respondent beyond 
January 1, 1946, if necessary, in order 
to complete its over-all extension pro- 
gram, it is my view that the suspen- 
sion should be lifted and Rules and 
Regulations Nos. 15 and 15-A be per- 
mitted to become effective. 





4 As one measure of such deficiency we in- 
terpret this to mean the difference in gross 
revenue that would have been required under 
Rule and Regulation No. 15 and that ob- 
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tained under Rule and Regulation No. 15-A. 
It is further understood that records will be 
kept as to investment and gross revenues in 
extensions made under Rule No. 15-A. 












RE STANDARD TELEPHONE & TELEGRAPH CO. 


ALABAMA PUBLIC SERVICE COMMISSION 


Re Standard Telephone & Telegraph 
Company 


Non-Docket 1407, Sub. A 
December 28, 1944 


M ATTER of refund to telephone subscribers because of excess 


earnings; refund ordered. 


Reparation, § 15 — Refund to subscribers — Excess earnings. 
A telephone company under investigation by the Commission was ordered 
to deposit in a special fund excess earnings for the past year and to refund 
from such fund to each subscriber an amount equal to 20 per cent of the 
aggregate of amounts billed monthly to such subscriber for local exchange 
service during the year, upon a finding that this would be proper in view 
of earnings during the year, and the company being agreeable to the re 


fund. 


By the Commission: On January 
24, 1944, the Commission issued its 
order in its Non-Docket 1407, revis- 
ing certain of the exchange rates of 
the Standard Telephone and Tele- 
graph Company by (1) the elimina- 
tion of the differential in monthly 
charges based on time of payment of 
bills, (2) the elimination of the extra 
monthly charge for use of hand-set 
telephones, and (3) the reduction in 
extra mileage charge for exchange 
service rendered subscribers located 
outside of base rate areas. 

Subsequent to the entry of the 
above-mentioned order the Commis- 
sion has continued its investigation 
of the rates and business of said com- 
pany, and a reasonably accurate esti- 
mate of the current operating earn- 
ings for the year 1944, now being 
available, the Commission has exam- 
ined same and is of the opinion that 
the gross earnings of the company for 


said period are in such an amount 
that it would be fair and proper that 
a portion of same be refunded by the 
company to the exchange subscribers 
as hereinafter set out, and such re- 
fund being agreeable to the said com- 
pany ; now, therefore, 

The premises considered, 

It is ordered by the. Commission, 
as follows: 

(1) That the Standard Telephone 
and Telegraph Company shall forth- 
with set aside and deposit from its 
current operating revenues for 1944, 
in a special account, separate and 
apart from other funds, the sum of 
$39,000, being the amount estimated 
to be necessary for making the refunds 
hereinafter ordered. 

(2) That from said special fund, 
so set aside and deposited, there shall 
be refunded by Standard Telephone 
and Telegraph Company to each sub- 
scriber receiving local exchange tele- 
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phone service during the year 1944, 
as shown by the books of the com- 
pany, an amount equal to 20 per- 
centum of the aggregate of the 
amounts billed monthly to such sub- 
scriber for local exchange telephone 
service rendered during the year 1944, 

(3) That said refunds shall be 
made and completed not later than 
February 28, 1945, and within thirty 
days after said date the said company 
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shall make to the Commission, detailed 
report of its action in the premises. 
Jurisdiction in this cause is hereby 
retained for such further order or or- 
ders as the Commission finds just, 
reasonable, and necessary. 


Epitor’s Note. The same action was 
taken in Re Andalusia Teleph. Co. 
(Ala) Non-Docket 1408, Sub. A, Dec. 
28, 1944, the amount of the fund being 
fixed at $6,000. 





NEW YORK PUBLIC SERVICE COMMISSION 


Re Rochester Gas & Electric Corporation 


Case No. 11203 
December 28, 1944 


— relating to approval of reduction of capital and 
retirement of securities; approval order amended to author- 
ize payment of expenses in excess of original estimate. 


Security issues, § 115 — Expenses of redemption — Reasonableness. 
Expenses incurred by a public utility corporation in the redemption of its 
preferred stock and redemption of its capital stock, covering printing and 
mailing, legal services, bank compensation and expenses, and miscellaneous 
expense, should be approved when shown to be proper and reasonable al- 
though in excess of an estimated amount approved upon authorization for 


retirement of the securities. 


Burritt, Commissioner: Upon pe- 
tition of May 19, 1943, and after 
hearing, the Commission adopted an 
order on June 22, 1943, giving its con- 
sent and approval to the use by Roch- 
ester Gas and Electric Corporation of 
revenues received from the rendition 
of public service within this state for 
the purpose of purchasing 27,000 
shares of its series C, 6 per cent cumu- 
lative preferred stock, and 11,871 
shares of its series D, 6 per cent cu- 
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mulative preferred stock at 105 per 
cent of par and accrued dividends; 
and to a reduction in the capital 
of the Rochester Gas and Electric 
Corporation as provided in a cer- 
tificate dated May 19, 1943, filed 
with the Commission. Clause 1 of the 
order of June 22, 1943, provided 
that the payment of expenses in con- 
nection with the redemption and re- 
duction of capital should not exceed 
$6,500. 




























































On November 21, 1944, there was 
received from the Rochester Gas and 
Electric Corporation a petition setting 
forth the expenses alleged to have 
been actually incurred in the above re- 
demption of preferred stock and re- 
duction of capital stock, and request- 
ing that Ordering Clause 1 of the or- 
der made on June 22, 1943, be amend- 
ed so as to give consent and approval 
for the payment of expenses aggregat- 
ing $10,704.85. 

In accordance with the provisions 
of the order, the Rochester Corpora- 
tion, by letter dated July 1, 1943, sub- 
mitted journal entries which it pro- 
posed to make upon its books to reflect 
the acquisition of outstanding pre- 
ferred stocks authorized to be re- 
deemed and the disposition of expenses 
in connection therewith. These ex- 
penses have been examined by the 
accounting division and a preliminary 
report dated September 28, 1943, has 
been made to the director of account- 
ing but not yet submitted to the Com- 
mission. The expenses submitted then 
aggregated $7,323.78. The company 
proposes to debit all expenses to sur- 
plus. 

In the following table there is set 
forth an estimate made by petitioner 
at the hearing on May 26, 1944, of 
the anticipated cost of the redemption 
and, in comparison, the cost now al- 
leged by the company to have been in- 
curred: 


As estimated Reported 
in June Expenditures 





Printing and mailing . $3,500 $4,265.42 
Legal services ....... 2,500 2,430.00 
Bank compensation and 
EXPENSES ......000- one 3,381.07 
Miscellaneous ........ 500 628.36 
otal: veces canes $6,500 $10,704.85 


The actual expenditures as reported 





RE ROCHESTER GAS & ELECTRIC CORP. 





by the company for printing and ad- 
vertising, are as follows: 
Case-Hoyt Corp. printing letters of 


transmittal and notices of redemp- 
tion of series C & D preferred 


SIQEM: 4c cccucu ces cccwcsesencee $140.50 

Advertising—Herald Tribune (New 
MOS 2 teens eens: 2,432.00 

e —Wall Street Journal 
(New York) ...... 1,376.25 

= —Democrat & Chronicle 
(Rochester, N. Y.) 316.67 


$4,265.42 

The certificate of reduction of capi- 
tal as filed with the secretary of state 
provides (subdivision 10 of par. 6) for 
the “publication of such notice of re- 
demption once a week for four suc- 
cessive weeks in two newspapers of 
general circulation published in the 
city of New York and in one news- 
paper published in the city of Roch- 
ester.” I am advised that such adver- 
tising on redemption is also required 
by the company’s charter. 

It will be noted that the total for 
printing and advertising exceeds the 
original estimate by $765.42. The 
company admits that its estimate was 
too low but claims that this is partial- 
ly due to increased costs of labor and 
space rates. The advertising appears 
to have been required by the certifi- 
cate and to be proper expenses in con- 
nection with the proceeding. The 
cost of printing the letters of trans- 
mittal and notices of redemption of 
the stock does not appear to be unrea- 
sonable. 

The costs of legal service of $2,430 
as reported in the petition of Novem- 
ber 20th appear to be slightly below 
estimates. These consist of $2,000 
paid to Goodwin, Nixon, Hargrave, 
Middleton & Devans and $430 for 
services paid to Naylon, Aronson & 
Foster. 
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The company states in its petition 
that in arriving at its estimate of ex- 
penditures, through oversight it neg- 
lected to include therein an item to 
cover compensation for services and 
disbursements of the Lincoln Alliance 
Bank & Trust Company of Rochester, 
which was its agent in the redemption 
of certificates. The services performed 
by this bank in connection with the 
redemption of preferred stock are said 
to include conferences with respect to 
procedure, the drawing by lot of cer- 
tificates, mailing of notices, the ac- 
ceptance of the redeemed certificates, 
and the payment of the redemption 
price. Of the total of $3,381.07, 
$93.57 is for disbursements. The 
charges of the bank for services were 
made up as follows: There were 1,381 
series C stockholders, for which the 
bank charged $1.50 per stockholder, 
or $2,071.50; and 608 series D stock- 
holders for which a charge of $2 per 
stockholder, or $1,216 was made. The 
charge per stockholder in connection 
with the series D stock was greater 
than the charge per stockholder in con- 
nection with series C stock for the 
reason that in connection with the 
series D stock there was involved the 
drawing of certificates by lot and the 
incidental checking. 

These expenses appear to be proper 


NEW YORK PUBLIC SERVICE COMMISSION 


and necessary in connection with the 
redemption of the preferred stock. 

Miscllaneous expenses are $128.36 
in excess of the company’s original es- 
timate. They purport to cover the 
traveling expenses, meals, and lodg- 
ing of various officers of the corpora- 
tion and legal and traveling expenses 
of attorneys paid directly by the cor- 
poration. No explanation has been 
supplied as to why the expenditures 
exceeded the estimates for Miscellane- 
ous Expenses. However, the amount 
of the excess is small and is partially 
offset by an underestimate of $70 for 
legal services. 


Conclusion and Recommendation 


It appears that the expenses incurred 
by Rochester Gas and Electric Cor- 
poration in the redemption of its pre- 
ferred stock and redemption of its 
capital stock are proper and reasonable 
costs thereof. 

I recommend that an order be adopt- 
ed amending Clause 1 of the order of 
June 22, 1943 to include not to ex- 
ceed $10,704.85 and directing that 
they be charged to surplus. The order 
should also require the company to 
submit revised journal entries to re- 
flect the disposition of the total ex- 
penses herein authorized. An order 
is submitted accordingly. 
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THE EYE THAT NEVER SLEEPS 


Day after day—along mile after mile of electric power 


lines—Kuhlman CSP Transformers afford complete 


protection against secondary short-circuits and danger- 


ous overloads. 


Like the watchful eye that never sleeps, Kuhlman 
CSP Transformers are ever on the alert. A signal lamp 
indicates when the transformer is operating above 
normal temperatures. Internal fusible links prevent 


line outages. De-ion gaps protect against surge poten- 


tials from lightning or other causes. Resistors are per- 
manently grounded to case, eliminating shock hazard. 
External de-ion gaps and resistors are assembled in one 
unit—easily demountable without disturbing adjust- 


ment. 


Thousands of Kuhlman CSP Transformers have 
proved their efficiency in supplying urban and rural 
areas with trouble-free power service. Write for com- 


plete information. 


ELECTRIC CO. e BAY CITY, MICHIGAN 


FOR OVER 50 YEARS MANUFACTURERS OF POWER AND DISTRIBUTION TRANSFORMERS 
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PRINCIPLES OF PUBLIC UTILITY 
re REGULATION 


Webber by 


v 
















A. C. Webber 


(Former Chairman, Massachusetts Department 


of Public Utilities) 








Carefully Selected Cases Covering 
Many Problems Confronting Utility 
Managements Today As _ Solved 
by One of the Oldest State Public 


Utility Commissions—Massachusetts 





831 Pages 


$6.50 anal aa 
















Included are discussions of vital questions, such as: 


- - - Taxes in Relation to Rates 


- - - Higher Operating Costs in Relation to 
the Consumer and Utility Stockholder 


- - - The Reproduction Cost Rule 
- - - Inflation and Utility Rates 


- - - Rates of Public Service Corporations 
and Other Price Levels 


- - - Constitutional Safeguards Insuring Rea- 
sonable and Just Compensation for Public 
Utility Property Devoted to Public Service 


Concise Supplementary Text Referring to Important 
‘Principles of Public Utility Regulation with Annotations 


ORDER NOW WHILE THE LIMITED SUPPLY LASTS 


PUBLIC UTILITIES REPORTS, INC. 
Munsey Building Washington 4, D. C. 




















Sylvania Presents Awards 
For Fixture Designs 


Fev k major awards to utility lighting peo- 
ple who participated in the recent fixture 
design competition sponsored by Syivania 
Electric Products Inc., were presented at a 
special dinner in their honor held at the Wal- 
dorf-Astoria in New York on February 7th. 
These awards were presented by Robert H. 
Bishop, manager of Sylvania lighting sales to 
C. J. Berry of the Consolidated Gas Electric 
Light & Power ne of Baltimore, who 
won first prize; B. Paist of the Northern 
States Power eta of Minneapolis, who 
won second prize; H. Grattan, Jr., of the Po- 
tomac Electric Power Company of Washing- 
ton, D. C., who won third prize; and Walter 
Kelley, Jr., of the Blackstone Valley Gas & 
Electric Company ot Pawtucket, Rhode Is- 
land, who won fourth prize. 

In addition to cash prizes for the first four 
winners, special awards were made to repre- 
sentatives of their companies in behalf of their 
interest in better lighting. 

The purpose of the competition, announced 
carly last Se ‘ptember, was to stimulate interest 
in improved designs for a commercial type of 
fluorescent fixture for four 40 watt lamps. 
Prizes offered for the winning designs totaled 
$1,600. A final tabulation of entries revealed 
participation by lighting meri representing 
most of the leading utility companies in the 
United States. 


$232,735 Paid to G-E Workers 
For Suggesions in 1944 


RODUCTION suggestions from employees, 
Pinany of which accelerated the war pro- 
gram, netted General Electric workers $232,- 
735 i in awards during 1944, according to com- 
pany tabulations recently released. The total 
payment was for 19,488 ideas adopted by the 
suggestion committee. 

Some of the suggestions incorporated into 
the company’s production program aided the 
war effort by showing how to save critical 





“MASTER*LIGHTS" 


© Portable Battery Hand Lights. 
® Repair Car Roof Searchlights. 
©@ Hospital Emergency Lights. 


CARPENTER FS. — 


197, Sidney St., C ry i 
"*MASTER* iiGHT=M tes 











Industrial Progress 


Selected information about products, 
services offered by manufacturers. ; 
ments of new literature and changes in personnel. 


supplies and 
Also announce- 





materials or how to reduce the time required 
to complete a job. Others eliminated safety 
hazards, while. still others simplified work 
operations. 


New Connector Lug 
Developed by O. Z. 


I N response to a demand for a soiderless lug 
that would accommodate more than onc 
size of wire, the O. Z. Electrical Manufactur- 
ing Company, of Brooklyn, New York, has de- 
veloped a new combination type “XL” lug. 
Made of cast copper alloy, this fitting is so de- 
signed that high clamping pressure is exerted 
by the pressure plate. This aiso insures high 
conductivity on any one of the wires in a wide 
range ot sizes. Socket wrenches are furnished 
without cost. 

Complete details of this and other new prod- 
ucts, tog rether with the regular O. Z. line arc 
ziven in a new 140-page catalog. It illustrates 
and describes, with specifications and price 
lists, the full O. Z. line including conduit fit- 
tings, cable terminators, junction boxes, sol- 
derless conriectors, power connectors, and 
grounding devices. 


J. H.' Wenner Promoted by 
\estinghouse 

J Hlowarn WENNER, former lighting spe- 

e cialist tor the Westinghouse Electric & 
Mig. Conipany at \entown, has been pro- 
moted to the position of street lighting spe- 
cialist Sor the company’s entire Middle Atlantic 
district. This arca includes Eastern Pennsyl- 
Southern New Jersey, Maryland, Dela- 


vanla, 
ware, Virginia, Southern West Virginia, and 
parts of ‘Tennessee, Kentucky, and North 


His headquarters are now in Phila- 
announcement was made by 
district agency and specialties 
company, 


Carolina. 
delphia. The 

George Maertz, 
division manager for the 


Barometric Condensers Booklet 
G6 B \ROMETRIC CONDENSERS” is the title of a 
new bulletin announced by Ingersoll- 

Rand Company. It covers both the disc-flow 
and ejector-jet types, explaining the uses, ad- 
vantages and operation of each. Several sche- 
matic diagrams illustrate how these vacuum- 
producing systems work and a number of pho- 
tographs show the condensers in various in- 
dustries such as power, chemical, fertilizer, and 
sugar plants. 
According 


to the manufacturer, these con- 


(Continued on 38) 
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P. U. R. DIGEST 


CUMULATIVE 


A Digest That Is Serviced 


The Only Complete Digest of Public Service Law and Regulation 





A WORK OF PRIMARY AUTHORITY CONTAINING THE 
DECISIONS AND RULINGS OF THE 


United States Supreme Court 
A SHORT CUT United States Circuit Courts SIMPLE 
of Appeals ALPHABETICAL 

United States District Courts CLASSIFICATION 
State Courts OF SUBJECTS 

Federal Regulatory 
AN EXHAUSTIVI Commissions i A GREAT REVIEW 
State Regulatory Commissions 
Insular and Territorial Resgu- 

latory Commissions 


COVERING 
FIFTY YEARS 


SURVEY OF 


THE LAW \ GREAT SERVICE 











WRITE FOR PRICE AND PAYMENT PLANS 


PUBLIC UTILITIES REPORTS, INC. 


Tenth Floor, Munsey Building, Washington, D.C. 































WAAARS 





Climatic conditions, under which various communi- 


A 


ANN 


cations equipments are operated, vary from the 


\\\ 
\ 


sub-zero temperatures of the northernmost climates 


to the tropical temperatures encountered at the 


\\ 


equator. Conditions of humidity cover the extreme 
range; from the dry arid regions of the many 
deserts, to the almost 100% humidity in tropical 
and sub-tropical atolls. 


ii 


ANN 


\ 


It has been the problem of Sangamo engineers to 
design and produce capacitors that perform faith- 
fully under these varying conditions, and so assure 


vitally needed communications at all times. 


The wide variety of capacitors illustrated insures 


the availability of the proper unit for almost any 


AN 


NN 


mica capacitor requirement. 


SANGAMO ELECTRIC 
COMPANY 


SPRINGFIELD, ILLINOIS 
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INDUSTRIAL PROGRESS—( Continued) 





densers are suitable for any vacuum service 
where it is not necessary to reclaim the con- 
densate. They are used with steam engines, 
steam turbines, vacuum pans, and evaporators. 
They are also ideal for high-vacuum processes, 
such as vacuum cooling, distillation, impregna- 
tion, hydration, and dehydration. 

Copies of the bulletin (Form 9012) may be 
secured from Ingersoll-Rand Company, 11 
Broadway, New York 4, New York or any of 
its countrywide branches. 


Todd Shipyards Corp. Sends 
17,791 Ships Into War 
jee Shipyards Corporation in 1944 sur- 


passed all production records of the prev- 
ious two wartime years and brought the num- 
ber of ships its ten yards have built, repaired, 
or converted to war purposes to 17,791—a total 
of more than 92,000,000 tons—it was disclosed 
recently by John D. Reilly, president of the 
corporation. 


C.W.E.A. Appoints Barr 
Chief Engineer 


N® iL K. Barr has been appointed to the 
position of chief engineer of the Copper 
Wire Engineering Association with headquar- 
ters at St. Louis, Missouri. 

The Copper Wire Engineering Association 
makes available technical information involv- 
ing the use of copper and copperweld-copper 
conductors. 


Edison-Splitdorf Names 
Cerf as Chief Engineer 
An NOUNCEMENT is made by A. J. Clark, vice 


president and general manager of the 
Edison-Splitdorf Corp., a division of Thomas 
A. Edison, Inc., of the appointment of Gustave 
D. Cerf as chief engineer of that subsidiary. 
Mr. Cerf has been with Edison-Splitdorf for 
more than five years in the capacity of assistant 
chief engineer and fills the position made va- 
cant by the resignation of E. B. Nowosielski. 

Previous to his affiliation with Edison-Split- 
dorf Corp., Mr. Cerf was with the Scintilla 
Magneto Corporation for ten years. Prior to 
that time ine was engaged in power plant de- 
signing and planning in Switzerland, his birth- 
place. 

Mr. Cerf already has made tentative plans 
for the inte nsification of production of com- 
mercial and aircraft products for the period 
following the war. 





DICKE TOOL COMPANY 
DOWNERS GROVE, ILL. 
Manufacturers of 
Pole Line Construction Tools 
They’re Built for Hard Work 











Five Million Cubic Foot Gas 
Holder to be Built by Stacey 


7 HE construction of a five million cubic foot 
telescopic gas storage holder for the City 
of Long Beach, California, has been awarded 
to The Stacey Brothers Gas Construction 
Company, one of the Dresser Industries, ac- 
cording to an announcement by William H. 
Partridge, superintendent of the municipal gas 
department. 

The five-lift structure will be the world’s 
largest all-welded panel type, water-seal gas 
holder and will provide reserve storage to meet 
the high peak loads which have resulted from 
the increased industrial activity in this area. 


Mobile Unit Substations 
Shipped to U.S.S.R. 


be. NTY mobile unit substations, manufac- 
tured in record time, have been shipped to 
the Union of Soviet Socialist Republics, ac- 
cording to R. C. Muir, General Electric vice 
president and general manager of its apparatus 
department. Designed and manufactured to re- 
store electric power in devastated areas and 
towns until local equipment can be placed in 
service, these units are the first complete, 
trailer-type substations to be exported for serv- 
ice in war-torn areas. Ten of the units are 
rated 1,000 kilovolt-amperes and the remainder 
are rated 1,800 kilovolt-amperes. 


Triangular ‘Tower Engineered 
For Speedy Erection 


IGHT weight of individual parts and simpli- 
fication of design contribute to the fa- 
cility with which the Harco “Blizzard King” 
radio or structural tower can be erected. Ac- 
cording to the manufacturer, a four-man crew 
is sufficient for all towers, and the erection time 
runs from 10 hours for the 90-foot design to 
50 hours with the 425-foot giant. 
Full details can be obtained from the Harco 
Steel Construction Company, Inc., 1180 East 
Broad street, Elizabeth 4, New Jersey. 


Proctor Electric Appointment 


pend M. OLIveR, vice president and general 
sales manager of the Proctor Electric 
Company, announces the appointment of James 
I. Arnett as service manager. 

Mr. Arnett comes to Proctor from the Gen- 
eral Electric Company where he served for 
eight vears as service manager of the home 
laundry equipment department. 


Named Personnel Director 


Hw W. KEALEY has been appointed di- 
rector of personnel of Elliott Company, 
Jeannette, Pennsylvania, in addition to his 
duties as assistant secretary, according to an- 
nouncement by Grant B. Shipley, president. 
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Gates—Intake, Sluiceway and Spillway 
Hydraulic Turbines—Francis and Propeller Types 
Rack Rakes 


Trash Racks 
Valves—Pipe Line and Penstock 


| NEWPORT NEWS SHIPBUILDING 
| AND DRY DOCK COMPANY 


NEWPORT NEWS, VIRGINIA 
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Product of 


INTERNATIONAL HARVESTER 


ctitenbiithisinsitesianialanasibiainaie 
dependability and economical operation! 
Yes, the International Triple Diamond 
trade-mark at left above is the identifying 
mark on powerful trucks—trucks that faith- 
fully hauled raw materials and finished 
goods for America at peace... that haul 
raw materials and finished products for 
America at war... that are fighting in- 
struments in the hands of fighting men 
on Allied fronts everywhere. 
One measure of International Truck 
quality is this—in the 10 years before the 
war more heavy-duty International Trucks 


were sold than any other make. Another 


INTERNATIONAL 


Trucks 





is—International Truck Service, the na- 
tion’s largest company-owned truck-serv- 
ice organization. 

International Harvester products are a 
family —trucks, industrial power, farm 
tractors and farm equipment. A new sym- 
bol to identify the family as a family has 
been chosen—the IH at right above. This 
symbol does not displace the Triple Dia- 
mond on International Trucks. It means 
Product of International Harvester—vital, 
basic and essential to America at war and 
peace. 


INTERNATIONAL HARVESTER COMPANY 
Chicago 1, Illinois 


I 


180 North Michigan Avenue 











INTERNATIONAL 


—————SSe 





INTERNATIONAL Zuucks VV 
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PROFESSIONAL DIRECTORY 


* This Directory is reserved for engineers, accountants, rate experts, consultants, and 
others equipped to serve utilities in all matters relating to rate questions, appraisals, 
valuations, special reports, investigations, design, and construction. > » > 





Tue American AppraisaL Company 
INVESTIGATIONS, APPRAISALS AND STUDIES 
for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
and other principal cities 








DAY & ZIMMERMANN. INE. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


PACKARD BUILDING 








ELECTRICAL TESTING LABORATORIES, INC. 


Electrical and General Testing—Inspections—Research—Certification 


2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
BUtterfield 8-2600 








orsicx FOTO, Bacon s Davis, anc. nave cases 


CONSTRUCTION APPRAISALS 


Engineers 
VALUATIONS AND REPORTS . 
NEW YORK PHILADELPHIA WASHINGTON CHICAGO 








GILBERT ASSOCIATES, Ivc. ‘ 








ENGINEERS SPECIALISTS * 
Steam, Electric, Gas, Hydro, POWER ENGINEERING SINCE 1906 Purchasing and Expediting, 
Designs and Construction, Serving Utilities and ledustrials Rates, Research, Reports, 
Operating Betterments, é Personnel Relations, 
Inspections and Surveys, Reading, Pa. Original Cost Accounting, 
Feed Water Treatment. Washington New York Accident Prevention, 








FREDERIC R. HARRIS, INC. 


Engineers Constructors Management 
Reports Appraisals Valuations 
NEW YORK 
Knoxville San Francisco Houston 
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LOEB AND EAMES 


Public Utility Engineers and Operators 
Ice and Refrigeration 


Valuations, investigation reports, design and supervision of construction 


537 WILLIAM STREET NEW YORK 








J. H. MANNING & COMPANY 


120 Broadway, New York 


ENGINEERS 
Business Studies Purchase—Sales Valuations 
New Projects Management Reorganizations 
Consulting Engineering Mergers 


Publie Utility Affairs including Integration 








PUBLIC UTILITY ENGINEERING & SERVICE 
CORPORATION 
CONSULTING ENGINEERS 
DESIGN OPERATIONS 
STEAM — HYDRAULIC — GAS 
231 S. LA SALLE ST., CHICAGO (4), ILL. 








SANDERSON & PORTER 
ENGINEERS AND CONSTRUCTORS 
Design and Construction of Industrials 
and Public Utilities. 
Reports and Appraisals in Connection 


With Management Problems, Financing, Reorganization. 
Chicago New York San Francisco 











Sargent & Lundy 
ENGINEERS 
Steam and Electrie Plants 
Utilities—Industrials 
Studies—Reports—Design—Supervision 
Chicago 














STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS * CONSULTING ENGINEERING * APPRAISALS 


BOSTON © NEWYORK ee CHICAGO «© HOUSTON ¢ PITTSBURGH 
SAN FRANCISCO e¢ LOS ANGELES 
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The J.G. WHITE ENGINEERING CORPORATION 


Design—Construction—Re ports—A ppraisals 
Consulting Engineering 


80 BROAD STREET 


NEW YORK 4, N. Y. 











ALBRIGHT & FRIEL, INC. 


Consulting Engineers 
Water, Sewage and Industrial Waste Problems 
Airfields, Refuse Incinerators & Power Plants 
Industrial Buildings 
Reports 
Laboratory 


City Planning Valuations 


1520 Locust Street Philadelphia 2 





JACKSON & MORELAND 
ENGINEERS 


PUBLIC UTILITIES—INDUSTRIALS 
RAILROAD ELECTRIFICATION 
DESIGN AND SUPERVISION VALUATIONS 
ECONOMIC AND OPERATING REPORTS 


BOSTON NEW YORK 








BARKER & WHEELER, ENGINEERS 


DESIGNS AND CONSTRUCTION — OPERATING 
BETTERMENTS — COMPLETE OFFICE SYSTEMS — 
MANAGEMENT — APPRAISALS — RATES 


11 PARK PLACE, NEW YORK CITY 
36 STATE STREET, ALBANY, N. Y. 








JENSEN, BOWEN & FARRELL 


Engineers 
Ann Arbor, Michigan 


Appraisals - Investigations - Reports 
in connection with 
rate inquiries, depreciation, fixed capital 
reclassification, original cost, security issues. 








BLACK & VEATCH 


CONSULTING ENGINEERS 


Appraisals, investigations and _ re- 
ports, design and supervision of cos- 
struction of Public Utility Properties 


4706 BROADWAY KANSAS CITY, MO. 








LUCAS & LUICK 


ENGINEERS 
DESIGN, CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LASALLE St., CHIcAGo 











EARL L. CARTER 


Consulting Engineer 


REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA. WEST VIRGINIA. KENTUCKY 


Public Utility Valuations, Reports and 
Original Cost Studies. 


910 Electric Building Indianapolis, Ind. 


A. S. SCHULMAN ELEctrIc Co. 
Contractors 
TRANSMISSION LINES—UNDERGROUND DistRI- 


BUTION — Power STATION — INDUSTRIAL — 
CoMMERCIAL INSTALLATIONS 


537 Sourn DearBorN Sr. CuHicaco 











W. C. GILMAN & COMPANY 


ENGINEERS 
and 
FINANCIAL CONSULTANTS 


55 Liberty Street New York 








J. W. WOPAT 


Consulting Engineer 


Construction—Supervision 
Appraisals—F inancial 
Rate Investigations 
1850 McCormick Bldg., South Michigan Ave. 
Chicago, Illinois 
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LAN NOW FOR 1945 WITH 
MERCOID CONTROLS 


MERCOID HAS WHAT EXPERIENCED 
ENGINEERS WANT IN AN AUTOMATIC CONTROL 


1. Designed for positive safety—the prime purpose of a control. 


2. Built for years of dependable performance—a very desirable 
feature. 


. Simplified for ease of installation—appreciated by the trade. 


. Convenient facilities for making understandable adjust- 
ments—no time Jost in calculating or guesswork. 


. The only 100% Mercury Switch Equipped Control Line— 
which means that all “makes” “and breaks” in the electrical circuit are 
hermetically sealed, therefore immune to dust, dirt, corrosion, open arcing, 
pitting, or sticking of contacts—all common causes of contact trouble. 
Mercoid Switches provide an electrical contact that will give millions of 
perfect operations. 


The above facts merit your 


consideration. For detailed 
information see Mercoid 


catalog No. 600. 


THE MERCOID CORPORATION, 4219 BELMONT AVENUE, CHICAGO 41, ILL, 
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PIPING IN UPPERMOST POSITION 


























CONSTANT-SUPPORT # HANGER 


WITH GRINNELL CONSTANT-SUPPORT HANGERS, weight transfer stresses are completely eliminated through- 
out the entire range of vertical movement. In operation the lever, turning on the main pivot, balances 
the weight of a vertically shifting load. The change in moment arm with lever rotation is such that 
the product of the moment arm and the spring force is always constant and equal to the weight of the 


piping system. 
EXCLUSIVE FEATURES OF 
GRINNELL CONSTANT-SUPPORT HANGERS 
Constant-support of piping in all “hot” 
and “cold” positions. 
Full safety factor of the supported system 
is always maintained. 
Non-resonant and energy absorbing. 
Mass produced from standard precision 
parts. 
Individually calibrated for each specific 
installation. 
Load adjustment features are incorporated 
into the design. 
3 models meet entire range of load-travel 
specifications. 
The rated capacity of each model varies 
Write for Data with the size of the springs used — the 
Book, “Grinnell overall dimensions of the hanger remain 
Constant- -Support 
constant. 


Hangers.” 
Minimum head room is required. 


GRINNELL COMPANY, INC. 


> . ‘ 
Executive Offices: Providence 1, R. I. rg : 
— werehemtae : 
o os Angeles 13, C Providence 1, R. I. : 
IN. CG. be Aneeles .%. ae St. Louis 10, Mo. : 
lity New York 17, N. Y. * Paul, Mian. 
: Francisco 7, Cal. 


ao. San 
Tex. Philadelphia 34, Pa. Seattle 1, Wash. wuensven PIPING is invoiveo 
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